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SUMMARY

The eccnomie policy introduced in Gmmn} in the middle of 1548 by the monetry
reform and the retarn 1o a piice 'mechanism is discused and severely criticied by
Prof. Thomas Balogh, in the uudy: “ Germany: an Experiment in Plinning by ihe
« Free » Price Mechanism *. The decisively controversial position asumed by Prof. Balogh
in ng:ld o the pn-r:]:m line of thought on this complicated matrer, is summarised by
the A. ar the beginning of his article in the following points :

1) irde if any of the tmprovement in produstion can be atiributed to the decontrol
mrarres; it wds mainly due fo the rerforation of money ecomomy after the rysiem of
blackmarket barter whick bad evolred during the chaoi following che collapre -ﬂf the
Nazi repime; and to the fudden incresie in Amevican upplics; >

3) the imignitions formulae adopred for she currency reform reculted in e
increare in social inequalifyiShe rimultaneous decontrol mediures and the repeated

" represnive” tar-reforms bave mof mevely further appravaied social imjustice and frres-

ponsibility but olvo coused a flipht into spending end poods to ewape Nabilitier;
consequently an open inflattonary presrure made itoelf fele; comsequendy;

3) ms there were mo means lefr ke tm'ldm' demand towards innocnons wies, Rarch
peneral mearurer had to be taken tornr .n"ma-nd' grumﬁ'y,

4) employment therefore tc Fould w"{%r ihereased, and wnemplayment mounted
rapidiy despite hugely increased imports and the comequent nf:'mppfmnrr of battlenecks
which prevented fuller recovery before the cumrency reform;

. 5) the productive cffort of the country it far below it ppr.mn‘ml' capacity; ek
,umn’nmw effors and eipeciclly invettment ar frise are fo @ connderable extent mis-
directed towards luxury consumption and investment: the matp-busis of German industry,
an which fir ﬂlmp:.l'm'w power depends, has been undermincd! any effort fo recreate
i will fnvalee a serionr ering, the mmwhﬁ:y m'ld' gr.lw’ry of which will be ineveared
with the pﬂnng of tme;

6) ‘the weakness of the balance of pdym-rnl't sfuplr the savage. deflation practised
‘thatws the total irrespansibility bork of the Government which encourages the inflafion”
of Jrﬂarr FRCOmEr, an their owners fwho recklendy consume ir; the pontion i
Jurther appravated by o Lipe reale capital flight; the foreign wability of the conniry
cannat be restored By precefit policies;

7) the socral incquity, the ﬂwh'ﬁ'?jr to dittribute the war burden aver the whole of
the papidation; the failure to rettle the refugees and absorb the nnemployed, inevitably
favour extremism; the fear of Rutria and the memary of the fake-prosperity under the
Nazis will, if @ chovough change of present policy is not enforced, unguenionably drive
the Germonr into a dangerous political impaie which might 1mpenil the peace of
the iworld,

The article by Prof. Sergio Steve " Fireal Policy and Iualy's Ecomomic Develap-

ment " linksup with thé more recent literature in the hickd of fucal theory; the relations



between fiscal policy and the size of national income. In the framework of this theo-
retical irenel, the A. considers the pare that should be played by an active fscal policy
for promoting the development of lalian ecanamy, and mare especially the reoovery of

}-m.: depressed and backward aread of the South, In this connection, he stresses a

structural feature of the Italian econoniy, where we find side by side highly industrialised
regions, whese problems are similar to those of mature cconomies, and extenaive back-

© ward and depressed areax. Frof. Steve observes that while' this situation dies pot allow

of the application of policies elabarated for mature economies, neither does it.present
the difficultics met with in eountries in the early stages of industrialisation, as the
diffcrent aspects of-ltalian ctonomy might find profitable opportunities for cooperation

and integration in a nation-wide programme of economic development.

“ae

- The arnicle ” The Ecomomic Imtegration of Wentern Ewrope”, by Prof. Francesco
Coppols DAnna, is not a further description of the obvious reasons for which Eurcpean
Union is a nesessary foundation for the salvation-of the Dld Contifent. Leaving on onc
side the casy Feld of wishful anticipations, the A, examines the historical problems

involved i the rcalisstioh of this proposed Unlon and illustrates Fully its serious and -

eomplex nature, viewed from the cconomic and political sandpoints, The position he
takes up is far from being a negative one, but it is critical of the too hasty and doctrinaice
approsches made, cven in some official circles, to the conideration of a” matter that
roquires a thorough undentanding of the ritks, the: lomer, the uncertinties, and the

renunciations it would involve, and therefore calls for an extremely cantious and sow
action.

* The Balence-Sheet of the Bask of Italy ", 8§ Dr. Livio Magnani, describes the
hature and consistency of the several items on the balancesheet of the Bank &f Traly,
as they have developed in the past ten years, during which economic vicieritudes have ded
1o important altcration®in its comstruction, | :

" Contributions fo the Understanding af Contemporery Ecenamics ™, by Prof. Fede-

e Calft, is a review of three important volumes published i the last few years by the
| American Ecomomic Association. The A. gives an account of the frequently contro-

wversinl reastions aroused, more cspn‘i:l.]].' by one of the volumes, a A Sun':'_i: af Cog-
temporary Econiomics v, Summarising the views of some eminent writers (Seigher,
Robertson) on the development of economic science in the last decades,ithe A, conitdess
that some of the remarks expressed are unduly pessimistic and seem to bim unjustified
by the present. state of the science. In his opinion,.the volumes reviewed make an
important contribution to the understanding of coatemporary economics and they point 1o
the liries alang which it is evolving, in a direction which coordinates theosetical analysis
with pu-cﬁl teting.
:

Ul Banch Mazionale del-Larors susines po roponsibifiy for opimions or faci sated by authors
thutions are published in the present. Review, ; -
Al communicafioss regarding the Review should be sdidiessal 10 Danca Maziensle Al Lavoro,
Lifecia _51-“. Reema, Via Vitsorio Veneto 1ig.
Edidarc Dotf, Leied Cratang « Ulfcia Studi, Masea Nevwnabe del Lavnn
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B e G - . g '
ermany: an Experiment in Planning

by the “Free,, Price Mechanism

N

The example of the Western German ex-
periment in~ decontrol coupled with severe
monetary deflation is freely quoted in support
of « planning by the price mechanism» (1)

1} CL especially Professss F. A, Lure,*The Germes Cor-
mkquuiilirtﬂ"#;#fﬂrﬂﬂﬂ':-EMH
« Bronossica », My Jogs, and ?mh:lu-ll.mhp_ Eremamar
dpecis of @ Ewropess Union, « World Foliliiew, July 19e.
« Angthar eves more striking, indesd @ truly spectacular cxample
of what can be achieved by Bheesl ccomamac policies, in the
smaring imgeoversont that has taken place s Genmasy since
lzne, w54 At that time and at ooc stroke repressod inflation
wai pemeved by 2 drantic currency refoeen and the suffocating

wyniem of conmreh inheritod from the Mazis, which hed bebd the - ¢ - .
o “to achieve and thus sped recovery. The Govern-

. ment i precluded from unbalancing the bud-

wconomy in 3 deadly prip, was swept away v, These

we punicularly remarkable in view of the Giikclsm e
frrnad by both awmbers of the policy of balanced contrals s
et in Briin and the Scandinavian couniries (r.p. Pro-
ﬁl-h" Hummze, Dollsr Shortspe? in 8. Hiws Foreigs Eco-
somir Folicy fer the U.5., 1oy, and Seme Ecenomic FroNem:
of ithe; Europran Recovery Propramme, « American Eoonomic
Review o, September 1g48; shio Profesior Lare, The Merrhall
Fiea gnd Eurnpran Ecemomic Folicy, Princeton University Rissys

B Imernasional Finance Mo g [Spring 194%), They sntribaied
. e dollsr shortage 1o the perverse Itbr.mplnl'élﬂmimﬂil'miln-

l_-l‘lﬂnl_.ltkﬁnctt'h.u'.!rrml and isdilge in — repressed —
inflatienbim, prevumubly 1o be iresind by monetary panaces
Geormany, irrespective of the cone-
qussces interpally and for the world econsmic wyiterm, H, Mis.
srian, (Pricer, Monry amd the Diniribwiion of Goodr in
Foitwwr Germiany, & American Ecomomde Jleview s, June 1q40)
of sthe Federal Hank of New York, sakei 3. more balasced
aod sceptiea] wiew, S ;

Mach more serious fi the fact that 1Be représsnanives of the
Babtivh 1abour Govermment in the Militzry Governmest of Ger.

" many, expecially the hrads of the fnanciyl and ceonomic sdmi-

saration, expressed during theie terma ol ofSee, snd perhaps
;1: more feeely after their resignation, unqualified enthisiaim
the palicy purised (rp. Sir Cict Win, Ecomomic Develop.

. medin Weittrs Germany o Insensticns] Abfairs », Taly rogg)

The British Labour Gaverament tald not impoie its domestiz
Pelicy oa the bady of pobicy-makers abrasd who weee Je expo-
tad 10 pebdicity smed whose decisians and polacins had no imme.

ats domestic impact (cf. my book The Doiler Crinr, exp. Chap.

== 3 ) The Esecutive snd Plansingl. This Eiilure was much
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It is said that di:rcum:n:y-rrl'orm. which put

‘a sudden end to the state of « suppressed

inflation » by annihilating excess purchasing
power, together with the abolition of controls
decreed simultancously, has achieved a new
« cconomic miracle ». T olition of food
subsidies combined with a tion of direct
taxation is said to have restored incentive and
increased initiative lacking in controlled eco-
nomics. The play of the price-mechanism, it is
argued, hag, provided for an « economic n usc
of resources: which planned systems are unable

get by law and has no say in credit policy.
Thus it cannot indulge in inflationism. The
rate of-interest is once more restored to its
rightful place as the main dircctor of invest-

ment. Western Germany, it s said, shows the
resilience and iveness of the « free marker
mechanism », :

* Ang this paper these claims will be critically

- examined (2); and the view will be put for-

ward that:

mieral weakpess i the Jower personnel connected with the il-
ficalry of recrusting 5 large bedy of sdminiitratsns st s, mbment
when pecosuruction st bome demanded and olfored splemedid©
scope [or talent. The uncertainty of tenure — which could have
been avoided — however, kmmensely incressed this difficuley
mﬂh:dhhﬁlﬂmnmﬁmqﬁquhﬁ;
bistory of Secial-D I sdminivrations, le lesces mar @
be learned by thoss mosements whe wish 1 combise politics]
with economic freedom and stable material-progress, .
{2} It might, perhaps, be added that no excracedinary fore-
sight wis peeded to discern in advance the Enevitable results
af the policy criticiied, Cf. r.p. F. Buscicwsor and K. Mars |
Weitern Germany and Wentern Reconitruction « Tulletin of the
Oulord Imtitute of Statiics » Vol. g No, 13 sba several
lesters off l?n i w The Timew s, gy, ]
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1) Lintle if any of the improvement in
production can be attributed to the decontrol
méastres; it was mainly due to the restoration
of money cconomy after the system of black-
miarket barter which had evolved during the
- chaos following the collapse of the Nazi regime;
* and to'the sudden increase in American sup-
plies; despite these favourable factors the rate
of increase in production did not at any time
show any appreciable acceleration over the
figure reached in 1946-47;

2) the iniquitous formulae for the cur-
rency reform adopted by the Miliry Govern-

nt, contrary to German. an Hied ;“I“.:t'
IIuhcd in a violent increase in social inequality
as contrasted even with the Nazi Fcrind, amidst
increased poverty; the simultancous decontrol
-measures and the repeated regressive tax-reforms
have not merely further aggravated social
injustice and irrcsponsibility but also caused
a flight into spending and goods to escape
liabilitics; consequently an open inflationary
pressure made itself felt; consequently,

3) as there were no meang left to canalise
demand towards innocuous uses, harsh general
measures had to be taken to cut demand

generally; :
' 4) in, consequence  employment  could
hardly be increased, and unemployment mount-
ed rapidly despite hugely increased imports and
the consequent disappeatance of bortlenecks
which prevented fuller recovery before the eur-
ﬁ:’rﬁ}r reform; the standard of life of at least
6o per cent of the population is still below
decent standards amidst the wild display of
lxury; ek
s) the produ:titfe effort of the country is
 at least 20 per cent below its potential capacity;
such productive cffort and especially investment

25 cxist are to a considerable extent misdirected -

towards luxury consumption, the creation of
palatial hotels, restaurants, movies and shops
and industries catering for them; the mass-basis
of German industry on which its competitive
power at tolerable standards of life for
the workers, has been undermined; any effort
to ‘recreate it will invelve a serious crisis,
the inevitability and gravity of which will be
_ increased with the passing of time, a5 the eco-
nomic structure is now adapting inclf to the

Aanes Magionale del Lavoro

pm:.nt — in the long run intolerable — pattern

_of the distribution of national income; only a

carefully coordinated reversal of the presemt
policy would enable Germany to_ escape an
intensification of her economic. malaise;

6) the weakness of the balance of pay-
ments despite the savage deflation practised
shows the total irresponsibility both of the
Government which encourages the inflation of
higher incomes, and of their owners who reck-
lessly consume it; the position is fusther
gravated by a lafgescale capital flight; the
foreign viability of the country canngt be
restored by present policies; ;

=) the weakness of the Trade Unions due
to the currency reform does not merely prevent
the rostoration of a more decent social unity
and equity but will imperil the future %
of productivity, as largescale investmicnt
not pay at the present low relative level of
wages and high rates of intercst;

B) the social iniquity; the inability
distribute the war burden over the who
the population; the failure to settle the refugess
and absorh the unEmployed inevitably favour
extremism; the fear of Russia and the memory
of the fake-prosperity under the Nazis will, if
a thorough change of present policy is not on-
forced, unguestionably drive the Germans into
a dangerous political impasse which might
imp:rif the peace of the world,

Tt will be contended that these features of

the German position are not the consequences

of the special problems confined to that country,
They have a general bearing on the question
of decontrol in all impoverished countries de-
pendent on trade with an unstable world eco-
nomic system. On the contrary, the German
w experiment » would have resulted in an opa
vicibus inflation and breakdown in, e [
Britain and the Scandinaviaii countrics because
the Trade Unions in thote countries would nct
have accepted this harsh reduction of their
standard of life in faveur of a tiny minonty;
and their resistance would have led 0 2
monetary collapse.

I.- The ; uctive performance.
1A In Gying to comprehend and ais<s

the - cconomic_development of post-war Ger.

.

‘
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many the first and basic fact to remember is
the ]&i]um’uhhc Allied air-attack on Germany
to destroy or even seriously impair her in-
dustrial productive potential (3).. Subsequent
destruction by land hghting was more serious
but still did not impair the industrial power of
Germany. The Itl'-ghr{ui :l-wnmtiunpu:;_ the
centres of the cities and the loss of a priceless
architectural heritage and the undermining —
so far as a large part of the population was
concerned — of the basis of civilised life should
not Jead to an overestimate of the effects on
machines which are less destructible, This is
the Fn'.cc exacted hr a false economic and
military intelligence, and the muddled strategy
of the Air Force commanders who -mistakenly
chimed successes in order to obtain a greater
aflocation of whr material. The failure — not
incomprehensible — to admit this fict was onc
of the ‘main reasons for the blunders of the
Allied Military Government in dealing with
the German problem.

‘It is, of course, impassible to arrive ab an.
accurate cstimate of the intact or casily repaired

overall post-war German productive “potenfial,

Tiking into account the rapid expansion in
industrial investment just prior to the war —
raising the level of output about 20 per cent
between 1936 and 1938 (4) — which continued
well into 1943, we might put the maximum

. which could be achieved on the basis of repairs,

rather than new investment, at between 110
and 125 per cent ‘of the 1936 production whicl

 has been taken as the basis of most postwar
German statistics. By introducing a multiple -

ihift system and concentratin production on
mare efficient plant it might | larger —
provided manpower were a¥fila :
- 2 This estimate of course refers to a
maximum utilisation potential of a rationally

() CE. for 2 dersiled survey, unparalleled in war economic
bimoey, The Effects of Serstepic Fombing oa the German Waer
Ervasmy, o U5, Strapcgic Bombing Sarvey s, 1oys, and foe 2
-l_!:ll:l-mmqiN. Kazoow, The German War Ecomormy, « The
Revicw nf Econcmic Studics » 1045/45, pp. 3353 The ciptured
terret Nand Bpures disclose an wans Lirge excem in Ger-
Bun profiective cipacity especially in machineiools at the out-
bresk of dhe war. The subsequent airrsil damags at 6 3 per
Hﬁ!ﬁmwﬂ&mﬁnﬂw—h&kﬂm

Servey o qit, P4 i

{«I'.lﬁ.-ﬂ]'q'ﬁ:h_n‘ Thke National Ecomgsey of Naxi Grr-

 mefy, o Evecenic Jo=rnal v, 38,

A
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integrated and repaired productive system of
the physical composition in existence in the
Western German territory, In fact the success-
ful switch of the bombing offensive from
carpet-bombing to target attacks, the terrible
upheaval of the population of the whaole of

.- Europe (5) due to ruthless Nazi pressure-gang

recruiting * of labour and their immediate
reaction to liberation and, not the least, the
disintegration of the administrative machine,
left this imposing potential at'the end of the
war in complete chaos,

The most important physical bottlenecks
constricting production were the absence of
transport and coal. Most of the bridges had
been destroyed, the lines and roads broken or
damaged. Locomotives and rolling stock were
out of action, The canals 'Were cut and the
ships and barges sunk. In the coal industry -
manpower had I:rgjy disappeared (6). Those
who remained were old or undérnourished with
disastrous effects. on productivity: production

, fell from 11.4 million tons pér month in 1938

to under 3.0 million tons in 1945. As a large

“ portion of this was needed to maintain coal

production, transport and cssential demand in
Allied countries, allocations to German indistry
were even more sharply cut. Moreover the dis-
solution of the Nazi administration lefr the
country eut into a large number of almost
autarkic distfitts. The military administration
were unwilling to perinit any movement of
-goods for fear of denuding the area under their
contfol without assurance of replacement.

3 — Given this unparalleled situation the
first phase of reconstruction, carried out mainly
under direct military control, and primarily
from the viewpaint of military needs, was re- -
markably succesaful. Table I shows the move-
ment of the general index of production.

It is seen that, apart from the disastrous
winter of 1947, production steadily increased.
In two years, 1g46-47, it was doubled. It must
moreover be borne in mind that, as production

{5) At the enl of the war 7.1} millian forcign civillang and
prisancrs of war were [a the German biboar force, reproenting
178 per of the manpewer of all pesaricy works (incloding
minei) = wng Survey vy o, Ol PR WIS

(8) From gago0m in 14y 0 36000 {a g
problemn prevented the dintribation of over 2.3 milos wes
of coal socks in 1943-
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of the h:suc materials expands, the allocations
to marginal uses can be increased more
than proportionally. With increasing produ-

gtion, moreover, a greater variety ef products -

come to the market and an increasing pro-
portion can be allocared to investment, i.e.

so0 per centy almost cxactly equal to thar of the
first period. In view of the cnmulative easing
_of bottlenecks the performance can hardly be
considered as miraculous. [t still leaves Ger
many as the sole country in Western Eurcpe
well below the pre-war level, which in view

OFFICIAL IMDEX NUMBERS OF PRODUCTION, 166 AND 1447 Tuns |
(ig 8= peon)
T T, TR TSRS PR TR P LR R TR e A : -
|
’ Lo4b ] 1947 |
b K K . b - = PO |
d‘ u i1 I K 1 n m {0 |
Qasrecaly badex 0 L. (7] ab 3t 3 i £ iF (1] |
% thasge oa previom quine + 1l + g1 — = (N & 374 + BE + LY i
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repair which r:inueg,:ﬁru into the productive
structure output capacity of disproportionately
high cfectiveness. Until the stock of easily
repaired fixed capital is exhausted recovery
should proceed at Pall'lumlmltd rtc.

4. — Most commentators mti:spnci:!ly Ger-
man and Allied officials — claim that the de-
control measures, the « freeing » of the price
mechanism, have resulted in a spectacular
increase in an uction and product-
ivity. They point to the sudden availability of
goods, especially. of more durable CONSUmErs”
goods, after decontrbl. Nevertheless the extent
ofthis miracle is considerably mgenmi This
view alsa hides certain essengial features of the
German development, German production has
undoubtedly increased since the currency re-
form. But this increase was far less than the

% OFFICIAL INDEX NUMDERS OF FRODUCTION, iy AND 1049

of what has been said in 1) ought to havc‘tina
attained and surpassed,

5. — This is not the whole story. German
statistics before the so-called currency reformi
have been even more inaccurate than they are
at present (7). ©urrent German  statistical
information is merely falsified in those bran-
ches where a certain measure of control is sill
retained, # e, coal, steel, and agriculture and
perhaps housing, and also in those branches in
which a possibility exists of exporting capital,
cither through a falsification of. rewurns, or
through the so-called western gap in collusion

with foreign dnterests. If Ahe extent of this

falsification is still important it can, of cours,
not be compared with the suppression of truth
practised before the currency réform for reasons
of speculative (black-market) gain. Tt has been

Tusee 1l

. . : {18 = roa)
-_'ﬂ.':."—:w?rm:-' e E = e | S o e A e X BT e
i 13

g4 8 Lo4 D |
: : { i . o e
| T W R o v

Quartesly index ‘mis = 1e0 | 4T . i LT 64 7t T4 73 L]

%, change an previous quarter ; + e + g * ane Y + 189 + .2 + Ly} ¢ Be

published statistics suggest, and at a rate which
was not appreciably hiher than that achieved
previowsly. The crude figures are shown in
Table IL ' :

- As can readily be seen the overall increase
g-_i.nthuemrunwasun:hmgcdzthmuudu’

shnwr!brtlu unexpected volume of hoarded

which were thrown on to the marke
mly after the currency reform that the

“authorities were completely unable to venfi”

{7) This is acorpeed by sach a bisssed obeeryes 2 Prefosst
Lere (ep. ait, po 133 % J

¥

i, i
their own statistics. In certain branches of
industry the understatement  might have
amounted to as much a5 50 per cent of total
production. The geperal index of produttion
as published, howevet;-$hould be increased by
anything upto 15-20 per cent in order vo, get a®
trathful view of the position. This correction

§ - should now be reduced to.anything between

510 per cent; and probably nearer to the
lower figure.- Thus, if we amend the official

£ watistics, the index number of roughly so

(1936 = 100) for the first quarter of 1948 should
be modificd to 6o while the index for the first
quartér of this year of some B4 need probably
nog be increased to more than 88-go.7 Thus the
increase in  production is only s50_per cent
instead of 70 per cent. This compdres with an
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talked about, however, is due to the fact thar,
while the progress since June 1948 was suddenly '
made manifest to tourists, progress before the
currency reform was carcfully and malevolent]

~concealed with the intent of making illegal
pecuniary gains. To the superficial observer
riding down the strects in a car the change
must indeed have been miraculous (g).

6. — It would, however, be unjustihed to
attribute even such improvement as has taken
place entirely, or even mainly to decontrol, as
is very often done by interemed quarters,
It must be borne in mind that.the beginning
of that experiment in thewiddle of the year
1948 coincided with other m tous changes
in Germany which permitted the diversification

- increase from somé 40 {Bj to Go in the jr-ear'
before the currenty reform. The withholding

of production was especially flagrant in the
Hr;:lr prior to the currency reform. The
similarity between the productivéperformance
in 1947 and 1948 is spurious: the winter of 1948

. was partictilarly mild. The main factor holding

back German production in 1946-47 was the
_u-ﬂlﬁiiabiﬂt]r of coal. Onee coal pru&mﬂm

- mcreased the supplies available to German in-

dustry expanded in grometric proportion as

. expart and other basic needs did not increase

¥- : : :
* The amended production index gives a very
U picturc (sec Table ITD).
. There is no doubt, of course, that German
roovery was maintained and important ad-

s _‘ﬂﬂmkhined The miracle so often

) Amendad frem 337, ©F U,N.D..L..C.!.Irmﬂﬂt

- Prepects of Esrope, 138 p. 3.

AMENDED PRODUCTION INDEX, noq5-1943 Tamy 1N
= S S R— . 5 L SR =
i 1946 b 94T
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. gt REETEENET) | FSTENCHITC NI SRR, T
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of “production which has so impressed out-
siders, Among these factors the most important
are: i :
{a) the increase in coal production as a
result of the deliberately planned and selective
incentive scheme, which could and should have.
been introduced much earlier. Coal output
increased from an average of 5.9 million tons
in 1947 to 72 million in March 1948 and
apart from a slight relapse remained consist-
ently high. The allocations tw the German
home market increased by some 4o per cent;
(b) this was combined with a very mild .
winter which reduced coal eonsumption and

mnﬁ;&ﬂuuhbulhmpwhrh
Dremocratie coomomic expert, Agantz, that the Trade
heakd be suociond in the matrol of factory in-puets and
futs, the ooly means by which we could bave elfective somured
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left a much greater part for the macginal in-
dustrial use {10); coal allocations to industry
more than doubled; ;
(&) at the same moment industrial im-
ports which had been moving well below
$ 10 million per month in 1947 rose precipitately
to almost § o million in June 1948. They
steadily Vincreased since. and reached the level
of some § 140 million in December 1940,
The imports of raw materials expanded sixfold
in spite of the recurrent incapacity to take full

‘delivery of Marshall Aid, due to the monetary -

policy spursued, to which we shall return.

The importance of these factors has been
overlooked even by observers who are not
sympathetic to the present trend of economic
policy in Germany.

IL, - Tﬁn“b-.:kg;-nund of the currency

# 1. — We have demonstrated that the rate of
physical recovery has not been matenially in-

creased by the fundamental changes in Allied

policy Titer the rupture with the Soviet Oc-
* cupation Authorities and the launching of a
quasi-autonomous German Administration.
The increase in production can casily be ac-
counted for by the decisive exparsion of Allied
‘help to Germany, the expansion of coal sup-
plics, and the conscquent disappearance of
bottlenecks and the restoratioh of a money
economy.
It could be argued, however, that such
recovery, as had been witnessed: prior to the de-
control of the'economy, had spent its force (11),

« {1g) T chasacieriic the extem of the Back market which
weng om in the guise of fegitimase omumpion one might' give
the example of the Reichghahn ($iatc Railwap), Efficiency in
ceal wtiliation increased by somethlog like 30 per ceen from
o momh 1o assther dhowing the exient of the earlier pillening
and miuppeeprisicn. ;

{ie) Througheut the pericd whin the Allisd sutherities
wire dircetly reponsble [oe the eronomic policy in: Germany
they Blamid 1he Poudam Agreemesis on reparatioss and the
Jevel of German industzy on the one hasd, and the refusad of
the Sowiet Occupation authoritics: w pesmid free movemens of
goods between Eane and Wast on the ether, for the fiture of
ibicir  efforty o rewore German | productidn’ mane - qlisckly,
Western ic opinion*was ohly.tvo mger to-aceopt thiy capla-
naon
Bevanizex in = The Times s, Aspust |§Qﬁrltﬂmrhhthalh|
his ghesity. I sctual fact the Potsdam fevel of industry wan some
70 per cenc of the 1936 level of production, Le some oo pet
eent showe the level of prodoction bn 146, Thin alone should
have been pufficiens to ncfuts this exouse,  The compladmt aboug

ich was espoused by independent experts (e, Lond

that what is now described as o planned » eco-
nomy was constricting any further effort, and
that 4t led to a maldistribution of avaflable
products through black-markets and a steady
reduction of economic life to a state of barter.

3. — There is some force in these arguments,
Germany since 1945 possessed no full munﬂa.‘z
T

" system. ‘The réle of the German Reichsm

which the ' victors found in Germany wa
restricted to obtaining the wholly insufficiem
food rations (other goods were no longer
supplied in regular rations) and to the
payment of legal claims. The effective means
of exchange for all other purposes was the
cigarette and to some extent conserves. But the
most varied barter transactions fourished, net
merely between private persons but also between
firms and their employees (12). The distributive
machinery thus completely broke down 3nd an
immense effort was needed by everyone w
obtain the necessities of life which could no
longer be purchased against money. The cre
ation of any sort of acceptable currency, unde
any conditions, would have represented-an
immense gain. The fact cannot be strongly
enough emphasised, however, that this increass
in productive and distributive efficiency would
have resulted from any currency reform. 1f

population has accepted the appalling injustice

of the new regime; without disorders, this cn

the refial of the Sovice a0 redcase surploes, capecially agrics
taral |u.||'|I|.u¢.|, (T |1|r|r|l-]' bictier fousded,  The bos of fhe
Esitern Terrhories 1o Poland ard Rissda, the agrarian selam,
thie bous of capital equipment and deliveries to the Sovin oo
thon armies reduced and depheied mipplis on the oee hasd, s
the increase fn the population due 10 the removal o fight of B
German inhsbitants of tbe Past increased deimard, There wl
tbus mo agricultursl o surplus =, Nor could it be expecied thet
the. Rumian oceupstion suthotitles would beé more willing %

supply the Wesern Zomes without amy coupser-valic, than e °

Wesmern Zones 1o cach other prior o thelr unification, The
Western Peihes were not shle o offer ompthing becasie of the
low feved ol their eutput, The obatnictionism of the Runia
suthorbibes [m other matters and the Iscreaslag tension betwem
East and West-made an objective appraisal of the positien, ad
therelone timely remedial messares, exceedingly difficati. The
violent flucrustians is U5, officlal opinion from the alil?
ralissticn o plani of M, Morgenthay snd the enming disam
not to aid German mecovery 0 the spemsoring of [oimrfae
aed the covation of all reparation payments and Lifting of of
restrictions {und maore inslateise on plannisg) did =
contribante 1o the obiective handling of the German peobies.

(13) Foe a good description, of. B, Mevesmavses, P,
Money and the Ditribwhion of Goodr fn Fortwee Goresy,
« Americsn Eeonomis Review s, June 1y, oop, pp. G765
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be attributed to the lessened strain in obtain-
ing its meagre share of necessities. In ‘com-
parison to the previous position almost any.
change represented an improvendent. But this
fact must not be used to defend the particular
form of currency reform and the coincident
decoritrol,

The Allies drifted by omissions rather than

positive mistakes into this appalling res-
ponsibility. The fact that they took over and
operated (and to some extent extended) the
mechanism of direct control introduced by -the
Nazis before and dufing<the war contributed
powerfully to the myth that they attempted and
fuiled in = cconomic planning#. This myth

. will long bedevil economic policy on the Con-

tinent in general and in Germany in particular,
immensely increasing the difficultics in the way

* of effective recovery and of independence from

Marshall Aid.

3. — It is usual to blame the breakdown of
the monctary mechanitm on « supp in-
flatin », on the existence of a vaw Volume of
liquid purchasing power in the shapcfof bank-
notes and “bank deposits accumulated as a
osult of the finance of rearmament and war
axpenditure, combined with the decision of the
Allied powers to continue the price and wage
stabilisation decreed by the Nazis in 1936, Most
people had ample financial resources” Hende
tliey had no incentive to work or to sell goods
against maney, the volume of which had lost
all relationship with output as a result of the
total collapse of production. The British Autho-
nties, apparently, wished to remedy the position
by permitting a rise in prices (while holding

wagss) (13} The U. 5. Authoritics on the other
hand elabarated a comprehensive plan, the so-

alled Colm-Dodge plan. This would have
diminated ‘the old currency and banknote cir-
culation by establishing a new cugrency. At the
ame time it would have equalised Hie incidence
of lasses and burdens through a capital levy,

. mortgages on physical assets, and through issu-

'I{;hndlmtlimw}m as a result of the war
had suffered damage. Pending dccision on

_ thess controversial matters the Western Allies

013} Kemrvoce, ‘op. eit., p. 278, Cinuarys, op. k., p. 173

— unlike the Soviets — did not block even
bank-balances (14} This failure further con-
tributed to the abundance of purchasing power.

4. — At the same time the Western Allies,
especially the British, pursued a policy of

- financial rectitude unparalleled in any country
of Europe ini the early period after the war. It
was the economic consequences of this Treasury
orthodoxy run amok which, though seldom
discussed, wrought even gredter havoc with the
restarting of production, with incentives, than
the failure to grapple with the monetary pro-

. Blem proper. Despite the almost complete

stagnation and the appalling misery in their
Zone which should have necessitated substantial
social service expenditure, the British Military
Government brusquely balanced the budger of
its provinces. This necessitated an increase in
direet and indirect taxes. As the sich had un-
blocked rescrves and were adepr at tax cvasion,
the real burden of new taxes fell on the poorer
classes whose direct tax ligbilitjes were deducted
at source (15). Thus the incdRiye to labour was
completely destroyed. The small amount which
remained of wages after tax had been deducted
was completely insufficient to sustain . life.
Hence black-marketeering was made even more
attractive. [fideed few could afford not to take
- “off time from their, own profession to carn or
«6btain food or other supplics. So far as entre-
%' prencurs were concerned the maintenance of the
wartime prices resulted 'in serious losses as their
costs rose sharply with declining output. It
would hive been unjustified to let prices rise as,
with increasing output, costs per unit would
haye fallen again, A rise in prices would have
led to wage demands and thus unnecessarily
to an apen inflation. In order to avoid losses,
howeser, subsidies would have had to be paid,
_This the British Administration refused. Thus
the German entreprencurs had a direce interest’
cither to limit production or to divert it to the
black market. At the same time the British
Authorities vetoed a bill which would have -

associated the Trade Unions — which had a- .

direct interest in preventing the mimp]‘pm-
priation of supplics, as this decreased legal

(14} CHasmans, op, ad,; [l
{t5) CF, « The Times », Jane 18, 145,
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rations —' with. the supervision “of deliveries,

A more effective tombination of measures
stuldifying their own aims could not have been
consciously invented by the representatives of
a Government which domestically stccessfully
(if with some vacillation} applied a policy of
balanced contro]l and sccured a new and im-
poetant role to the Trade Unions (16). The
contradt could hardly be sharper or more in-
comprehensible. In the French and UL 5. Fones
price ¢ontrol and financial policy was some-

what laxer. Moreover-those Zones were much .

less industrialised and therefore less dependent
on outside goods supplics. Conditions in those

Zaones were, accordingly, better, ‘

1L --T.Fm_ currency reform and ifs social
consequences.

1. — After the rupture with the Soviets and
the breakdown of the Quadripartite Contrel of
Germany the Western Allis proceeded to
enforce a reform of the currency in their own
funu{:?} At the same time ranted some

utonomy to the German Central Economic
Administration which they had established.
On this pretext they refused to contemplate the

. German picture as a whole or to deal with it

as 2 whole. The equalisation of the terrible
losses suffered by some as a result of the war,
plans for which had been elaborgted and which

: carried the approval of a substantial majority

of the population, were abandoned. Nor were
measures taken o prevent the hearders of goods,
i.e, those who had flouted orders of the
Occupying Powers, to reap a reward and
escape the burden of the currency reform. The
prestige of the victors was damaged beyond
repair.  On the pretext of not wishing to
interfere with « internal » Gernman affairs they
restricted themselves to what they pretended to

be a a ieutral » u:cil'[):ﬂ'sjnhu—th:rcfunnuf

Eiﬁrmc} In actual fact, this « neutral s act
inevitably represented a -violent anti-social
redistribution of German wealth and consum-
ing power, n‘."#:r&in; and elevating the least

worthy clements in the community. It is un-

|

{1%) cf. my esaay on The Doller Crins, Oxfoed 1949,
(i7) The U5, snd Brithh Zooes had ilready boen com-
bi : : :

. 15 deceptive,

fortunaitely true that these are in the main i
the classes which, because of their rabid pan.
Giermian nationalism, were in active collusiog
with Nagism amd repeatedly became a menae
to the world, ]
The miin features of the currency grlom
are easy to sketch: :

A} The German Natiopal Debt was alw.

gether wiped out. This meant a reduction o - §

penury without redress for the small save
worse even than experienced after. the Gren
Inflation of rgaz-a3 when some compensation
was granted, It also represented a deadly blow
against charitable institutions and the Trnde

* Unions whose means had been compulsorily

invested in Government bonds — ar a time
when there was more need for their strength
than ever before.

B) A new currency was ercated, unda
a series of laws promulgated in June 1048 (15)
It was fssued:

(2) to all helders of the old. crr::fxf
Private individuals received a per capita alle
ment of 40 new Deutsche Marks (DM) againg
the same amount of the old Reichsmark (RM)
and a further DM 20 was granted subsequently.
Business firms were granted DM 64 pel-em
ployee on the same basis. The old curreng
deposited and the bank .deposits including
savirigs deposits were blocked. Their subse
quent conversion was undertaken at what a
peared to be a ratio of 1o RM:1 DM. Bur this
Fidgt of all the first persons
currency allotment was debited againe the
deposits in the ratio of 10:1. This wiped ot
the first RM 540 of each individual's remain-
ing money. Moreover only 5 per cent of the

original amounts deposited” were immediately

released. The remaining 5 per cent was onc
more blocked and thg last currency law i

in October 1948 wiped out- 70 per cent of thi-
blocked deposit and provided that a further
16 per ceiit could only be used for investment
in mdl. Only 20 per cent (or 1 per cent of
the old Reichsmark surrendered) was relessed
The eonversion rate varied between 1:1 in the

{#4) CE. « Fadersl Reverve Dank Monthly Review «, Spee-
ber gyl fir a deailed dewription. i

~ Wwrre thrown on the market.
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cae of people Eaving less than 60 RM and
| pmewhere between 1031 and 15,351 in case
| of the better to do with liquid funds of over

AM Goo. This second confiscation, decreed
four months after the original reform, -had

. further disastreus consequences on conhidence,

while the existence of blocked -deposits en-
couraged the starved consumers to « blow »
their first allotments rrtd{ on wasteful pur-
chases: They did not realise the full impli-

- aations of the reform and hoped that more

money would be forthcoming than it actually
did. For this additional complication, the Mili-
ury Government, which carried throagh the
weform in stages, instead of makidg the whole
scheme known at oncey bears all responsibility;

(b) the Military Government and public
sthoritics were given cash allotments; the

‘hanks whose assets had disappeared (as a result

of the cancellation of the Mational Debt and a
mduction of all private debts in the ratio

-of 1o:1) were in part given cash allotments

and in part Seate bonds.

Altogether in July 1048 the free German

monctary supply had been reduced to just
below DM 10 billions. -OF this DM’ 5.5 billions
were’ q new » cashr allomments (subsequently in-
ereated to DM 6.9 billions) and DM 3afbillions
nepresented the conversion of the old currency
(this expanded to DM 5.8 billions). In ad-
dition DM 1.4 billions new credit was created.

his'contrasts prior to the reform with roughly
RM 119 hillion banknote circulation and a vast
ot of bank and savings deposits—= "= *

2. — The social consequences of this revolu-
tionary convulsion of the monctary structure of
Western' Germany were immense and immen-
wely laimentable. We have already pointed out
that 2 large proportion of the rotal German out-
-pat had either misdirected inm the black
market or hoarded: Once the break between
the Four Powers made a unilateral currency
reform in the Western Zones inevitable the

hrﬁng of goods assumed  scandalous pro-

portians. It accounts for the dmp?!ﬁw ofhcial -
of

index of production. rickerof goods
bad been paid for by old marks. Once the

Table V).
‘ ;

a‘

The rest of the population with their newly
issued money were confronted with goods long
souphe after, but hitherto carefully hidden, An
orgy of spending broke loose; fantastic profits
were made.  Many :nnrrr:ncurl were able to
convert their money wealth of old marks into
new marks instead of a 1o0:7 on a 100100 or
even better basis. The liquidatipn of this mass
af hoarded Egnnd.q prevented an  immediae
breakdown of the new currency, swamped by
the increase= in the velocity of circulation.
Equally important in this respect was the
restraint of the trade u1'1i,|:|m_1.=v.rI|in:I1r in face of
price increases, did not insist on higher wages.
{The loss of the greatest pait of their monetary
reserves as a resule of the currency scheme
should, however, account for a considerable parg
of this restraint — in fact they became impo-
tent). This spending spree transfesred much
the greitest patt of the newly created maney in
the hinds of a relative few and, in. the main,
of the antisocial class of hoarders and specu-
lators. This had® momentous consequences
which go some way in explaining the presemt
distress and’ unemployment in Germany.

Even socalled reputable firms_have greatly
benefited by the method -of gurrency reform
adopted by Military Govern Nothing
shows this more clearly than the tremendous
stock exchange boom which developed once
decontrol, fiscal amnesty and the success of the
anti-dismantling propagandi permitred  the
ial class to admit their gains (see

i Tame IV
SMARE PRICES

Tim percent ol nominal capital, Decermber 1545)

| i July 1548 1I:.l'alrﬂ-l:u'h':l-um.l;
l Basie {nciuw [FEERREE R Pt 7 f4.06
| Engineering ui-wgqidl i FERL! G141
E Oiber manulsctaring ». . | _aa00 71,43

3. = It has been argued for the Military Go-
vernment that they were not responsible for this
regrettable aggravation of social inequality and
reward for lawlessness. They had given ing
structions to the Genman Economic Admi-
nistration to work out a scheme of capital loss

‘aumency laws came into effect these goods  equalisation through the imposition of a capial
' "~ levy and distribute the burden faidy. In fact
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it should have been known to the Gumgﬂrﬁ
that it would niot be ehsy for the Germans 1o
evolve, far less to carry out, a comprehensive
plan; and that in any case the GErmap Govern-
ment (which they had helped to put into power)
was far too dependent on, and favourable to
the entrepreneurial classes who were the main
gainers in the disorder and would not speedily
agree to such a complicated scheme,  More-
over, if such a scheme was not agr:td upan
by the Military Governors under the pressure
of a simultaneots currency reform, s sub-
sequent enactment (no longer spurred on by
imperative need of agreement ‘on the reform)
was bound to be menaced by disagreements’
among the Allies. Even an intermediate re-
_ form, providing for ad Aoc relicE — not com-

i pensation — for those who lost all (Germany

<pever had a war damage-insurance fund) has
been held up for months by the Allics, The
Britizh, somewhat illogically, withed to exempt
thé German firms in Allied ownership from
all consequences of the equalisation of financial
burdens. The failure to enact the scheme im-
mediately has in fact prevented any effective
subscquent action. With th ing of time
poot only the psychological but also the equity
and economic basis of redress vaniches, The
profitcers have been given an opportunity 1o
sccure their gains or at Jeast wtilize them
through conspicuous expendimure. Through the
wholesale decontrol this spending was translat-
ed into 3 distortion of the productive structure
. .which has no justification and the readjustment
of which is yet going to causc additional

suffering. %

Moreover with the smashing of control the

equalisation of burdens would seriously inter-
fere with the maintenance of day-to-day cco-
nomic activity. The Allies thus have wittingly
or unwittingly beggared the middle-classes and
_the workers just as they had been robbed by
the Great Inflation after the first war. The in-
sgability of the German social system has ir-
- remediably been intensified. The eventual po-
litical consequences caiinot” be estimated. The
sole if unflattering excuce for the Allied policy
is that they were unaware of the conscquences
of their own nctinn%

1V, - Decontral and « inflation ».
1. =— Al:lcmpti have been made in the U, 5

in Britain and on the Contingnt to argue thy §

w planning » cannot provide the «optimum,

. allotation of resources, ns a Central Aut]m:'rq

cannot either gauge the needs of the communiy
or arrange the vast economic combination of
productive factors (1g). It-is suggested thy
u free play of supply and demand on*unco
trolled markets » will automatically perform
this vital task. The German Economic Admi

nistration officially (20) put forward this e}

planation in defence of its decision to deoe
an immediate decontrol of most {21) comme
dities, Coin

“This rather ingenuous argument ignom
several vital qualifications ‘which have ben
known already by the classical school of e
nomics at the beginning of the XIX
and which have been further claborated by

Professor Marshall and his neoclassical e

.cessors.  The two most important «of thee

qualifications are of special rélevance tw the
post-war position in Germany. Firse of all &
15 evident that the price mechanism can work
satisfactorily only if the distribution of mons
resources is equitable.  Otherwise the « ratios
ing by the purse n will merely reflect injuse
and resources will be misdirected rowards de
supply of incssential but effective demand whik
urgent needs remain unsatisfied. W mos,
morcover, asume that consumers are aware of
all relevant facts and: thae their decisions ar
novinfluenced by irrational considerations (eg.

prestige to be won by conspituous waste), ca

ing diseconomics of consumption.

Sccondly, and; hardly less important, there
must be no material disequilibrium between
the existing pattern of demand and supply, for
the market mechanism is an exceedingly tandy
and imperfect means of readjustment, and i
supply is scarce speculation is bound to Irad

{19} Prof, Evckaxn, in « Ecomomica », Augost iyl

(a0) D, B, Kauranss, iy« Frankfurter W irtach ol 4,
March sgqg .o e

{11) Sauis price controly of which sents, hasle Tonbeslh
and paw, materiali’ were the mou [mpodiant were reisised
Eationing o allocasion was alto continued on - met of et
st | peseelee was dither not ot anly catremely lazly enfoel,
Coatumer ratloning was alsogeiher abolished early In 188
except for pevral, the fresing of which wai zesned by the Alted
High Commission,
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| o an aggravation of the unbalance, ln that
| case, moreover, price movemerits are likely to

have the result of choking off demand rather
than increasing supply. The doctrine on which

_ the eulogy of the pricemechanism js based

presupposes perfect _campetition and the ab-
wnce of uﬂc:ﬂaintr. It disregards moreover
the social cost of readjustment, :

Pue the concepe of shortage is itself am-

biguous, Apart from cestain goods, the demand :

for which does not increase, or cven falls, as
income increases, shortages will depend not
merely on the state of supply, but also on the

« leovel of demand, ¢ e. national income and

fiquid reserves, The theoretical ar-
gument showing that rationing decreases en-
joyment as compared with that obtained from
the same moncy income at identical prices
without rationing is ingongrovertible. It neg-
kcts, however, the fact that in the absence of
watrols it might not be possible to maintain
the same level of money income without lead-
ing to a rise in prices and /or to worsening of
the balance of payments, If the demand for
eemain commodities must be redieced, and the
demand for thosc goods is very intense, the

general lowering of incomes required in order

o achicve the desired cut in consumption

ight have to be ve . In order o
m with raﬁminr!g ﬂ::gp atherphysical
cantrols, moncy resources will have vodee made
the narriwest bouleneck in the economy. In
the short run, when resources cannot be shifted
without undue social cost, the abandonment
i controls might have to be paid for by sharp
uemployment, or at least the under-emplay-
ment of resources which at the margin «o-not
ibab factors of production in proportion to
the outlay, e. g. entertainment, travel, etc.

To give a physical illustration: if somcone
were to desite to dry up part of a lake, he
would put up a cofferdam and pump out the
water behingd it The water in the lake would
aise, but if the sides of the lake were well
buttressed, nothing catastrophic would happer
ad the operation could be accomplished with
&.lqﬂl-fphy!i:al disturbance to neighbouring
s by -y o e o

ed by a lowerin "
witer in the lake, :muggh wowtd Bave to be

. Lr_mr].

pumped away to leave the area enclosed by the
cofferdam dry. It would be an accident if
other land would not lie above the level of the
strip to be drained. If so, it would get parched

“in the operation, whether we want it or not,

The lessan is plain,

If viewed from this angle the reputed lack
of subtlety of direct controls docs not appear to
be so great as compared with general llmnnr_iul
controls. In ‘a4 country such ' a3 Germany
which has been sundered by the cold war and
lost the balancd of iis )Jrnductlv: structure,

.and which depends on foreign trade to the

same extent as Britain, this consideration is of
special importance. Controls over production
and consumption represent the most effective
and flexible means of imposing selective pres-
sure, equivalent to localized deflation, on in-
dustry without incurring the need for a gcncrnl
cut in incomes, <ausing unnecessary hardship

* and unemployment. It will I:L-Fmih e to jsolate
r

internal  purchasing power from interfering
with the cxport drive in individual essential
exports industries. It will be possible to cut the
consumption of certain goods which most
depend on relatively expensive imports. [t will
be ible to concentrate on those lines of
rog:,rion in which success in exports is most
Fik:ly, without having to curtzil expenditure
and employment unnecestaribf in others. By
direct controls demand can m ukﬁt in :mlh
uctive or iImport-ex enecks, and the
mﬁng £XCess E:m:nﬁm:d to innocuous
uses, i.e. uses which do not absorb additional
factors of prodiction, e.g. entertainment and

# 5. - The sccond and even more serious

.'nhj:tﬁun to decontrol in European countries,
e

ially in Germany, is that the war and its
ath.has unbalanced the producive struce
ture- and the readjustment can proceed only
slowly. 1f an attempt is made t6 cut demand by
general measireso fit in with the narrowest
bottlenieck, -this will result in unemployment

* elsewhere, and, what is even more important,

it will itate a decrease in investment, f.e,
a decrease in the rate of progress and in par-
ticular in the rate It.“’hgh a balance of the

the  productive structure can be achieved. Controly

can adapt demand to the existing productive
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structure, using the latter to the full. General
monetary measupes cannot accomplish this task,
hence cannot guarantee a high level of invest-
ment and full employment. -
The fact is somctimes quoted against the
use of controls that they maintain « atificially »
‘a structure of production which has become
inappropriate, This is perfectly true, but does
not constitute an argument againgt controls.
Adaptation is bound to be slow as has been
shown in the inter-war period. While main-
tamifig full employment, special steps must be
taken ‘to promote readjustment, But nothing
is gained by imposing a general deflation. ' This
will retard the emergence of a new equilibrium
as it discourages invistment gencrally, Con-
trols are therefore fir less inimical to an
_adaptation of the economic structure to a new

. situation’ than the free working of the price .

~mechanism. If disinflation does not cause
large-scale unemployment, the pressure on in-
dividual firms seems hardly adequate to force
them to engage in an allout price struggle
which weiild further worsen their position. It
is more likely to.strengthen the trend towards
tacit or explicit rcstrictive practices.  Instead
of reorganization, standardizaign, and new
.inm.tmmt in order to inc uctivity, a
cut in wages is surely more likely in a period
of deflation and unemployment. Thus the
mair—aims of3all economic policy would be
vitiated. -

3. — Finally we come to the problem of de-
termining the rate of progress, Clastical theo
- postulated that an optimum distribution o
-resources will take place not merely as be-
tween alternative uses, but alsa between current
consumption and accumulation, by the inter
play of supply and demand on the capital
markets. This view disrcgards not only that
the rate of seeings will depend mainly on the
level and distribusion of national income, but
also that individuals, when making their de.
cisions cannot be jn possession of all relevant
facts — especially long run considerations —
and even if they were cannot be certain (except
in the case of sclf-finance) that their decision to
save will become effective and not be frustrated
by the failure of investment to balance savings

]

decisions, The claim of the adherents of free
mirket economics that the mechanism aug
matically establishes a unique’ position of equs
librum and secures an optimum rate of
gress has -been proved fallacious by mmﬁvon
cconomic theory,

The decision as to the rate of progress mug
be taken collectively, having regard o the
relevant E_n:turl affecting the community 2 4
whale, and with due consideration not anly o
national problems but also of international pres
pects, It seems essential, therefore, not oaly
to reserve the decision on the rate of saving in

the community as a whole, acting through

constitutional channels, after due discussion of
the relevant issues, but also to render tha
decision independent of the distribution of the
national income. [t would be intolerable if
the need for quicker progress should reiult in
enforcing a greater inequality of income
distribution so as to bribe the rich into savieg
— having first increased their conspiceom
spending — as actually happened in Germasy
by deliberate policy. Both aims would, howeve,
require the maintenance of dircct controls. If
the sccond is to be attained, savings will huve
to be either collective, 1. e, through Fbedga
surplus, or collectively enforced, 7, ¢, by maint-
nance of rationing. A budget surplus aloss,
however, would not guarantee that a degre
of dissaving would not ensue, sufficient
reduce net savings below the rape dsired
Morcover, the increase of the rate of taxanm
beyond a certain point is, likely to have v
favourable cffects on incentive, though the
inter-relationship is more complicated than :

‘usually assumed. ‘It-can be, and has ben
~ argued, that ratioping by diverting excess pur

chasing power towards innocuous uses has the
same disincentive effect as taxation. While, in
the one case net income after taxation i
reduced, in the other the range of choice of th

commoditics or services for which the income

can be used is restricted, f. e, income i

less attractive. It has been shown during the

war, however, not only in Britain but alsa in
Germany, that the public regarded taxaos
measures, including forced saving, asa greae
deterrent than the lack of opportunities ®
spend. The argument which assumes that 1

pestriction. of choice immediately decreases ef-
fort alsd seems to imply that only the middic
clusses have any desire for accumulating reserves
for retiement or against unexpected contif-

ies, This may be so, but no proof as yet
bas been furnished that this is in Fact the case,

. — These cofifiderations seem to apply
with u::prtmll:lerj force to the German position
in the middle of 148,

- The currency reform reduced the greater

prt of the German populition to penury.

ially those whose property consisted of
E.Tn: 'L:I{airm, or had hPccnPtdcrtmycd or lost
because of their Hight or expulsion from their
domicile, were in the direst straits. On the
other hand the relatively favourable personal
allocation of the new currency encouraged an
imtional light-heartedness which permitted the
hearders to amass huge fortunes in the new
currency. The fear ible subsequent
redistributive ;measures induced the latter to
amouflage and dissipate their gains as speedily

- o possible. [In consequence an inordinate wave

of secondary luxury spending manifested it-
wlf and also induced large-scale investment in

s supply.

This concentrated démand was confronted
with a highly unbalanced supply. The German
teonomic system ever since the recovery from
the Grear Inflation of 1923 was d on a
mastconsum ptiot! demand and sta ieation.
The exigencics of the rearmament=8nd war
further stfengrhened this development. It was
now suddenly left without this basis, The devas-
tetion of working class districts resulted in the
charinelling of such demand as the workers
#ill had primarily towards food and clothing.
On the other hand the destruction of-the sliop-
pilg centres left the luxury demand without
means of satisfaction. A carcful combination of
direct and fiscal control could have prevented
1!3 emergenice of such vast inequality in effec-
tve demand, Illegal commodity hoards should
have been taken over, Capital gains and the

- qualisation of war losses ought to have been
dealt with before any readaptation of the cui- -

aency took place, Priority ought to have been
secured for_essential building ions. This
would have restored the mass-hasis of German
 and prevented a dist f the Ger-
v e

-
¥

-« Incorrect  weighting,
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man productive strscture on the basis of the
whn]l{y temporary and artificlal stimulus of the
oncefor-all gains due to the particular form
chosen for the currency reform, This would
have been essential even from thé\viewpoint

~of sccuring eventually a balance in [forcign

payments as it is unlikely that luxury products
can find a sufficient market abmoad w cover
a substantially increased need for imports,
The Allied Authorities had alecady prior
to the currency reform permitted a substantial
rise in certain basic material prices, especially
coal, « to strengthen the budgetary position by

- relieving it of the burden of subsidies » (such

as they were). This translated itself with a
certain lag ifto a general rise in prices. The
unbalance between supply and demand after
the currency-reform accentuated the impetus of
the movement (see Table V).
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~« . Both indices seem to underestimate the

actual increase in prices partly because of
3 ighting, partly because of the
biassed choice of the sample (22), The discre-
pancy between the. movement of the price index
of luxuries which had risen to 400 (1938 = 100),
clothing, which rose from 200 to 272, and food
which ::cmnjgp_g_ﬂ:htiwly low at around 160
per ‘cent shows the dircction and cause of the
pressure, :

. Ag may be scen in Table VI, wages in-
creased much Jess, though n:.rnins;s_ TOSC MOFE

(s} Cf. Mineilungen des Wirtschaftn wissenschaftlichen,
Imiituie der Gewerkschafien, Na, 7o Aigart iggg. 3
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substantially, duc to a lengthening of the work-

ing week from Bas per cent of 1938 in June
1948 to B9 per cent in December 1948 and
G949 per cent in Seprember 1949,
; ; > d Tama V1
WAGES AND EARMINGS
(g8 = Jod)
: fume | December | Seprember
BT 148 T4
Hodby wage’ < . o1 rane nny | t3on
Weekly eirnings 5 | 120,7 13158 i 5430

It should be borne in mind that net earnings
arc very much lower because of the stronply

regressive character of the German tax system

. which hits the lowest incomes far more severely,
. than in other countries, or even in Wazi Ger:
many. Tax evasion which will be discussed
below adds to this distortion. These anomalies
were further accentuated by the Tax Reform
of the Allies. The reduction in property taxes
was between 5066 per cent, and of income
taxes 33 per cent. Corporation t3xes were made
less progressive. At the same time excise taxes
puere increased. This « rcfofimi » was followed
by further reductions on high incomes decreed
by the German Autherities. They hoped to in-
crease thrift » by increasing spendable incomes.
The conspicuous. luxury spending, the rise

in_ prices were taken as « dangerous inflation-
ary » symptoms, though mass-purchasing power
remained far below the level which could have
- been satishied by the German. productive system
-if appropriate controls had been applied, This
led to a severe and prolonged attempt at defla-

tion from the consequences of which Germany -

still suficrs, even though it was insufficient to
restore {or even encourage hopes for an eventual
restoration of) the balance in foreign economic
relations.

V.- The deflationary decontrol.

.+ 1. — The expens of the Military Govern-
ment and most foreign commentators (23) were
excecdingly sensitive o the dangers of an in-

{23) CE especially Frofesior Hasoim (gp. o) who ex-
presssid 3 Fear of ieflatow al 2 time when unemployment had

. alveadly resched the Jevel of 1 1 millions or almost 5o per cent,
Probessor Lure eompliing jthat the perional allowance was made

“tuie of the concepts of the' organisation of the

" Pank consists-of Provincial « Central Banken s,

Aationary spiral as a consequence of decontr]
A series of laws was to guard against o poli
tical v interference with the working of e
o economic v machine, They represent a mip

banking system popularised by President Jadk
son in the ULS. in the early XIX cem

combined” with Montagu Norman's view:“;‘
the role of the Central Bank and prengy
fiscal tenets on the management of the budge,

(a) The German joint-stock branch h-:nkiul
systern was cut into artificlal, « provincialy
units organised on the basis of « Linders, is,
irrespective of economic considerdtions. This
ohviously weakened thelr power of lending and
resistance against business Auctuations. [t alw
further increased the discrepancy between the
large optimum unic size of industry and the
size of the units in the financial system. Ina
country such as Germany, which had unde-
gone such varied monetary vicissitudes, this was
tantamount to imparting a definite deflationy
bias to the economic system as the capinl
‘market does not, and for some time will st
function and one of the, if not the,.ma
channels of savings into investment has bees,
if not severed, at Jeast severely impeded.

(t) The new German Central Bank has
been given an organisation very much like 2
Federal Reserve Bank (with the difésence ta
its « member » banks are the Linder Centl
Banks). There is however no superior Fedenl
Rescrve Board appointed by and responsive o
the Government. The Praestdium of

The institution ljas not only been made com
pletely independent of Government influence
but the Government itself has been forbiddes
to borrow except on Treasury Bills of the
original Goschen type (i.e. merely season
borrowing which must be liquidated withia
the budgetary period (24). s

(c) Thus the Gayernment, and other pubi
bodies, are-not merely precluded to usc thet

100 high and the srcond relesie of cah allowances of 1%
of the dariginal dieposies dﬂud upan withous Mﬁrﬂm*
et p- 130} He apparemily doires an even Illﬂ‘ﬂ'
injuitice 1o make the prics mechankien ok = cptimaliys
{24} Artiche 28 of the Milleasy Gnmm_nt'l_ Cam
Law, CF below on & panlal modification of thin limsestes.
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borrowing powers to smooth possible economic
finctuations; they are positively encouraged to
board. A further deflationary bias was until
pecently imparted by the. withholding of the
npidly accumulating counterpart-funds  re-
preenting the sale, proceeds of the U. S, help
through E. C. A. and War Department alloc-
gions, By the middle of 1949 the German,
public corporations had accumulated  some
DM 3,750 million deposits. Though they had
received an initial allocation of DM 2,380 mil-
lion this had been fully used in the first period
when tx feceipts were very low (a5).

2. — The incipient rise in prices despite these
powerful deflationary forces shows clearly the

ve mistake committed by the decision to
decontrol - before tT:uc*: cconomic  system  was
adapted to the new distribution of effective
demand (if rheasures, in addition, werc not
tken 1o t the emergence of a complerely
“antisocial and irrationally irrélevant pattern of
that demand). It also shows the reckless drive
-of the main bencficiarics of the cumrency « re-
form » to convert and secrete their gains.

Nor was the « banking » control very of-
fective., The supply of the new demand
received lavish help. - Restaurants, s.l:‘nps and

] -

L ]
* CREDIT CREATION % it T umid VT
s {million DM) =
] a2 N
Comral Free
| i : Cursulasive Maostary
: Busks | ircalation
u-hlﬂ:“ :3!: o 9&:
257 49 |- At -
- September args 4 EICITE
# v Ooober LI &1 23abt
Movember 4333 Iy 16413
December g5y 114 B0l
g famary _ apon 87 - | 1paas
-hhu:{:r 5:23. oy |=i;;
Mareh £451 iyn 1lgpy
;_pl;“l .:H? T m:s
124 o1 igly
Tune Gyo7 401 gondn
rl!' GBay g 20387
ugust Tl opeas il EELLT]
September Boso 164 234
- Dctober BAys 135
. Novembes pio3 | am
. Deooember ol |
- B4n Januzry tearh |
i -_qu-_r | rebay Fw.‘s;i:%

2 h}_i:pmdmem Centsal mni,uuan.m
o e = th

other mushroom . establishments catering for
the luxury trades seem to have been able to
. obtain credit on a liberal scale at a time when
public corporations were unable and unwilling
to undertake the socially most urgent re-
construction work (see Table VII),

3. — In November 1948 the Central Bank
decided upon a drastic deflationary  policy.
Characteristically it has been put throug wit‘a
a complete lack of discrimination or subelety.

« The Central Bank increased the legal reserve
ratios by 50 percent in case of demand deposits
in cities (26),

The rate of interest was left unchanged but
an embargo was put on new credits, Thus the
main weight of the deflationary pressure hit
new projects and businesses which had not
atcumulated Funids through illegal hoarding of
goods prior to the reform. The failures which
resulted hit the new enterprises started by the
refugees with particular force. . This led to
serious social and political consequences, More-
over, the tentative and rather blundering steps
of the U.5, experts to diminish the resurgence
of collusive (cartcls) agreements between entre-
prencurs and weaken the power of the
combines was set to naug .{'hc financially
strong emerged once more "Ry an unchallen-
geable position. -~

No effort was undertaken, to safeguard the
position by a skilful reorganisation of the
capital market.  Even within the narrow con-
fines of a detontrolled economy much could

- have been buf was not done to canalise invest-
ment towards the i:nc‘:mtianahly just social
« prionity of rebuilding the shattered citics and
thus restore labour mobility. The fact that a
. large proportion of the refugees from the East,
among whom, contrary to tendentious pro-
paganda, a greater proportion was at an em-
ployable age skilled than in the rest of
the ‘population, fiad to bc"l:lm'liwﬂﬁ]f settled
_in_the less damapged — agricultural — areas
rendergd the solution of this problem even
more vital cconomically, socially, and politic-

(2] The LS, wpatemn of legal reserve-requirements wan
[aithiully eopled including the dilferentiation berween demang
and time depoaity (the laiter Iglikally carrping hall the reserve
requireenent of 5 per cent) which even in the U8, ls whelly -
Hhetooy and must be ridicalous in @ country like Germang.

s
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ally, than it would in any case havé been (27).
Left far from possible places of employment
they became demoralised. At the same time

they were a constant frrdtant to the natives on-

whom they weré“quartered. No -more in:
flammable social sitwation can be imagined.

The prohibition of all loan expenditure by

the public authorities left only the method of
organising a quasi-public fnancial institution
charged with iccumulating or canalising funds
towards basic reconstruction.  An attempt was
made by establishing the Reconstruction Loan
Corporation in October 1948, But funds could
not, be obtained in the open market. The use
of banking funds was prohibited by the German
Administration with the blessing (and probably
also active connivance) of the financial ex-

petts nf the Bizonal Allied Authorities. Thus |

until the spring of 1949 and amid growing
unemployment, no funds were made available
through' this institution. When the Allied
Authorities slowly
‘trie significance of position, they released
some of the counterpart Marshall, Aid funds
to hAnance the coal-mines and electric power
development. -'

4 — In the absence of any sudtaining force,
and with the exhaustion of the/ first wave of
disordered buying and investment, the basic
8eflationary forces asserted themselves as could
casily have been forescen (and was forescen by
all byt the German and Allied official circles).
The German Trade Unions were impotent to
prevent a relative worsening of their position
partly because their funds had been lost through
the currency reform and partly because of the

. growing unemployment. Thus a further in-
crease of social inequality tock place. The
share of wages in the net industrial production
decreased from 5o per cent in 1936, 4. ¢, under
the heyday of Mazi rearmament, to 42 per cent
ar the end of 1948. The real purchasing power
of wages with due consideration to IE:I:;S@&

o [ag) Dwg ol 47.4 milion total popialation in September 1949,
1.35 were unemploped. But out of 2.6 millien refugeet oyl
were without jobi. The proportion is almest three times higher,
The hightst unemployment i3 recorded in Schleswig- Holstein,
_gwer Sawony and Bavaria, anuflrmn:lll:wpu:ﬂmﬂn
work in thesr present domicile by 8 coenidered industrial boca:

to be aware of the -
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taxation: and social sécurity dues fell to Gots
per cent of pre-war,

The: ratio of indirect and wage taves
total taxation also underwent a startlingly e

gressive change (see Table VL),
Tams VI

TAXYIELDS [M THE MEONT, 1IN MILLIARD lﬂH."':l“.

Indime Rux

Praperty tax

x| Ll | @

A further decrease of the taxes on cor
porations. and higher income earners is con-
templated to encourage « thrift s, though no
steps have been taken to ensure that the ur

- remission is in fact invested and not used for

hoarding, conspicuous consumption or capial

flight (28).

(28) CL. below. The capiul [Hght bas been alfichily od
wmated st DM goo-fion million pa., L, abowg 10 per orst of de
roquirnd, and musch highet proportion of scraal, uvisp,

Ci. ECE, « Report o The Ecesomle Sinsation sad Prospes
of Earope ia 1948 », sp. A,

For an esvimute of ton evainion the fodlowing compatson e
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" The decline of the importance of pragrevive sses hai b

sdmitted by the Gerinan Cemral Dank {(Monthly Repor, [
oy 180, 13), It ihould be noted that the uation ea ko=
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5 —'.‘f:{"hc fall in consuming power Ffur-
ther contribiuted to the deflationary spiral (see
Table IX).

. JTasew 1X
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To these figures some 200,000 unemployed
in therWestern Sectors of Berlin have to be
added, It has sometimes been argued that the
unemployment has been caused entirely by the
influx of refugees from the Eastern Territories.
It is, as we have already mentioned, inevitible
that unemployment should affect the refugees
much more «han the inhabitants. The geo-
graphic distribution also indicates that the

- influx of refugees was one of the Factors affect-

ing the problem. In Schleswig-Holstein, Lower

 Saxony with 20-30 per ‘cent unemployed, and

Lind Bavaria with somecwhat below 2o per
cent (the territories with most refugees and,
incidentally, the areas  most dependent on
agriculture) unemployment is a multiple of the
North-Rhein-Westphalian Land.  »

“This is by no'means the whale story. Em-
ployment in the earlier part of 19457 Tell below
that registered at the time of the cumrency

isesmn b highee than in Britsin snd the peogresion s less
vorp [, 4ll.ineaun|ﬂ| dey WL e, e ar,, Mo, ],,lP:I
I dheuld also be powsd that a far larger portloa of the Britah
apnditre b on sochil soviens (including food  subsidic).
At borh the British and the Goman b fie 10 55 et cintBf
bl jincomme it di clear that a vant portion of tazable dneccne
asipt fisca] comtrol in Germany, THs wholnale cvadon of
maagon is the moro pernicious @3- direct conbroli po longer
wokre 1t lexit a tedorable distribution of the avaable nspphc
of nocewsitics por the concestration of the Enveisment cffoet oa
weis] priveitics. - ison of px-rates betwreen. Germany
ind Bricain, which are often made to prove the cruhing
buwdes of psxatan in Germany, are in the main irrelevasy
Efttive caratlon should be compared. Mo stasistics have been

e avaibble for the parposs, i
- The cxent of the tix evasion sendens abl caleulatian of the -
Bational ineame oo the basis of tax requrns excesdingly dubiows,

O Micungea op. sir. Na, 7.

reform, and in the winter 1949 /50, declined
some 150,000 below the level of the previous
year, This, however, does not show the ex-
tent of the unemployment due to the relative
fall in demand, to pure deflation. With the
I:rcaking of bottlenecks and especially with the
increase in  forcign  supplies, employment

- should and could have risen automatically much

Further if the monetary factor had not prevent-
ed it. Moreover the total conceals the fact that
there was a substantial increase in employment
in the « non-depressed » areas (though unem-
ployment alsq increased) while employment was
Falling East in the distressed territories

(]

6. — It is sometimes argued in Germany (2)

* ag if the increase in productivity would by itself

reduce the demand for labour, This of course
is untrie, The income of those who remain
employed (or of those who employ them) will .
rise, If hoarding does not then take place and
is not induced by monetary policy, demand will
rise and employment will once more expand.
“There is no realon to suppose that Germany is
yet menaced by stagnation induced by an overex-
pansion of savings without investment outlets,
The deflationary pressure is induced by a cal-
culated policy.  ~ !

The change in the distribution of unem-
ployment between occupational groups is inst-
ructive (see Table X).

Apart from white collar workers the bur-
den is borne by unskilled labougers, building and
mctal workers, workers in Wniport and agri-
culture, i, e. those in general cocupations not
immediately depending on foreign trade, It is
noteworthy, that employment in agriculture and
forestry  declined about 20%; there  was a
smaller declific in service trades, woodworking

- and transport. Employment expanded in heavy

industry, chemicals and consumer goods, This

~alone shows “that rationalisation cannot ac-

count for the bulk of the rise in unemployment,

“There can be no doubt that the influx of
refugees has caused an awkward geographic
anil economic problem and has increased the
immediate difficulty of attacking unemployment
by " general measures, The future

¥ (ag) Sometines even ahroad, cf. £, ihe [nuructive article
brrnl" W. W, Hio, The role of fiscel-menrsery pelicy

. Germen Economic Kecovery, p, 5 :

ey
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increase in  potential manpower might be
undoubtedly greater than the present employ-
ment_ statistics, suggest. The ratio of working
to total population has sunk abnormally low.

It should increasc again as tmec passes, ds

prisoners return, and as the young born at
the high Nazi birthrate enter employment (30).
Even so, the expansion in the number of
employables (exclusive of those « ser free w by

(36) Retuening provperity rained most biheates alightly in
the late thirtes. In 1y, special pro-patal pelicks. raised
it from 14.7 in 193] 0 2 inligqe. See, F. W, Norurux, The
Futurs Population of amd the Soviet Uniow, p. 23,

technical progress) should not be more than
. 253 million (see Table X1).

5 ; T X1
WOREING POPULATION
(im millians)
e e o
; a
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— . - — e 1 ! 2
Juse 1g36 . . (L] | 1nep | 2
| | T RLE | *mad.
Sepl. 1gqe . o 1 @nag o0y
Jume 1g5a (eul | 5 I_jll | | +1m
mated, . .|  anp3 | @Ry |
Todal increeei 1| p L

7. — The German Fm]ﬂui Government as
sumes that unemployment will rise by another

- million by the end of Marshall Aid. The U.E,

offers a comparison. [Its unemployment, like
Germany's, was concentrated in special areas;
yet while its population rose by some 3 milk
lion between 1936 and 1949, unemployment fell
from about 2 million to about 300,000

The German Government still doubts i
power to rid Germany of unemp
This scepticism might perhaps deserve [erpent
if the Government had already taken financid
and direct action fo concentrale Inpeiiment of
two things: promoting employment where the
unemployed now are, and promoting hounsy
where there is already potential employment,
This has not been done, Here it is well
remember a lesson of British experience before
and_during the war — that where there B
heavy gemeral ubemployment all over the
country, many people who would move if only
jobs drew them, will stay where they ac
“There is a very Auid frontier between o struc:
tural v and « deflationary » unemployment,

8. — If more proof is needed of the impor
tance of deflationary pressure in causing unce
ployment (1. e. reversible unemployment) it 1
provided by a further analysis of the changes
in.employment. _ In 4549, during the penod

of active deflition, the increase in unempiaf:

loy-
ment was proportionately sharpest in industrial
afeas. In the Rhineland it amounted to about
100 per cent, while in the « refugee » or « 0%
tressed » areas it was less than 7o per cent.

shrinkage of unfilled vacancies was continuous

Germapy i An. Experimtst in Plannisg by the « Free o Price Mechenism By

“and more marked in the industrial thah in the

distressed areas. Az between industral and
disgressed aread we can also compare the rate

of increase of unemployment in different oc- -

cupations.  The :'mqparﬂun shows' the usual
signs of secondary shrinkage: the consumers’
industries depending on the earning power of
the workers were heavy sufferers in the dis
tressed areas. On the other hand, the increase
in employment in the o expanding » industries
in the depressed areas was decisively less than
in the more « normal » areas. This shows that

by now the cumulative deflationary process has

gone m.“l}‘. =

V1 - Altempls af reversing the frend.

1. — The increase in un.:mp]u:,'rrn:nt and-the
cessation. of the cumuladfve increase in most
prices led somewhat belatedly to a partial, rever-

sl of the deflationary policy in 1949, withour,
RELEASE OF FUNDS Tasn X1
z [Millien DM}
Date Amcmst [ Crigin
o o]
| PR | AT T e GARIDA
| 4 V. 1 EET GARIOA
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.
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= milion DM from GAR1OA, which heve been relea
o Sepmember afith, 1540. :

Jowrce. Mombberichte der Bank  Deuncher  Linder,
« 15, ¥

§

however, even partial success. Up to April
none of the counterpart-funds with-

mulating sharply’ as the im of food and
fw-materials gath:md_:pmdp?_;?} — had been
rleased, Since that date the releases were made

atan accelerar : A
h aceleratng ate see TIEL%M }:;m}
1) L. below, &

ok
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(a) In addition, DM g4 mill. were- approprised bat aot -
meleased fof distribsation.

(k) Including ibe smwsant of DM
umler a), which wai, meanwhile, relesied,

Fowree: (b

s

However, from Table XIV is seen that the
releases were well behind the in-payments,
especially in the latter half of 1949 when im-
ports increased rapidly. :

Tams X1V
IN-PAYMENTS AND RELEASES
(Meathly sverage in mallion DM)
T | l‘.;-;u'rrﬂllﬂ!- nI.—.-=I
R o = S e
i o | e ||
T quatint (1% Al ™| & 119
n . Aras $arae . # 1EL3
| i " FEd. 0 [CTH e ]
' IV s _ b wre.n — 4208

"L The in:rclaling reoccupation of the Allied
«Authorities shows that they began earlier than

ggm from circulation — which were accu-

the German Government to realise the conse-
quences of their palicy. ;

The balance sheet of the Central Bank
merely dates the transfer of released amounts
to the various institutions charged with chan-
nelling themy'this does not necessarily coincide
with the actual gse of these resources-in the
economy.

- Mkh the most important of these was the

-Bizonal Credit-Institution for Reconstruction,

The French Zone and Berlin received lesser

amounts. OF the total hitherto appropri
(roughly DM Boo million) DM 246.5 million

were spent on electricity; DM 231 million on 5

.
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coal and DM o955 million on other essential
industries. ' Building received only DM 23.7.

million, Futher furids amounting to no less
~ than DM 1150 million had not been released
early in 1950, According to romours they are
to be utilised to some. greater extent to acce
lerate housing ;

2. — Banking policy was also somewhat
modified in 1949. Bank-rate was reduced from
s to 4'4 and subsequently to 4 per cent. In
June the reserve ratios in banking places were

reduced from 15 to 12% (from 10-to g per cent .

in non-banking places). There was a further
reduction to 1o per cent (89,) in September.

The ratios on time deposits at 4 per centiare
pow lower than even before the deflationary -

policy was initiated. The embargo on new
credits was lifted. The expansion of credit
which had been sharply checked, was once
more accolerated, though not sufficiently to
keep the volume of liquid funds jn proportion
o the increase of production. ;The Central
Bank consented to finance invesfment and ex-
ports in anticipation of ¥ment by long-
term funds (either counterpart funds or sa-
vings) (32). But the amounts were relatively
small—Nor were the exorbitant effective mtes
" of interest (between g-12 per cent p. a.) Jowered.

The Central Bank, as we mentioned, was
independent of Government control. Its leaders
~were hagridden by obsolete monctary thenries.
Only after-a deflationary pressure made isclf
felr could belated and insufficient action be
pressed on them (33). Unforfnately the Go-
vernment itself was none top cager to press
for such action, The artficially created cxecss

{33) In part titough the rediconnt of the Jong-term ohliga-
tioes of the Stases which had been fasued io banks in congsrtion
with the currency refeem o cover their oblipitions to the public
1nr¢phmtn!lh:_dd-n&d1’-mhﬂﬁhdhunph
distsid. The eeiling fixed by Liw an sdvances from the Central
Rusk 1o the Federal Government was incresied and made mote
Alexible.

{331 The divislon of aishesity berween the Mildary Govern.
ment (subsequently the High Commipdon) and the German
Gievermment gave ample for intrigie and moeneavre for
the Central Bank. The fisancial divivions of the Allied Autho-
fithes,  mOreover, Werc by = Experts » whote opinicni
did ot seem 1o be janified by op to date economie theary, In
. the eme of the U, 5. the grave shortage of manpower and e
rapld expamtion of the fortign economic service (IC.A. o)
played am imporaim mle, ¢ :

Banca Maelonsle &Il Lavarn

in supply (through a deficiency in demand)
justified further decontrol measures. Any wea
kening or reversal of this policy would pos.
sibly have shown that decontrol was premature,
Thus even amid immense and unnecessary suf-
fering little energy was evinced in forcing the
pace, The archaic character of the German
Government's. monetary theories has another
illustration in their calculation of the possibility
of financing investment from the accumulaed
savings in the banking system. It is suppossd
that some 25 per cent of new savings wil
have to be used to strengthen the banks' liquid-
ity. Apparently nobody realides that the failure
to offsct savings by investments creates a defle
tionary gap, and that any attempt to increas
liquidity must be defeated by the fall in national
income. The depressing effects of such odd
views as these are assisted, as noticed above, by
the division of the German banking system
into Ti\m“ and inefficient units,

3. — Nor was the so-called employment pro
gramme of the German Government wes cos.
ceived on more effective lines. It was announced
with some flourish of trumpets that in 1950 —
as a work creation ramme — not Jess than
DM 2.5 billions is to be devoted to building
or reconditioning 250,000 housing units-apd ia
addition DM g¢s0 millions to other investmens.
Unfortunately, like the release (or even ean
ticipdtory » financing) of “the ‘accumulating
counterpart-funds; this is in the main merely
an offsetting but. not actively expansive optr
ation. The finance of the building programme

-— which shows #h expansion of only 50,000

houses over 1949 as against a war-caused (34)
deficiency of 5 million units — is to be under
taken mainly by channelling institutional
savings or out of taxes and counterpan
funds (36). Only that part of the contribution
of the Government which is financed out of
the profits of minting new mbaidizﬂ;dniu: =
a very small part = could. be consi ek
pansionary ». Central Bank eredic is to be
used nnI:L::r;.r sparingly and mainly as a te-
porary, term loan to be repaid almost i
mediately from counterpart-funds and othe

(4} Lr, excluding the expanabon of the number of familio.
(1) Bank Deutches Linder, Janairy i35, p, 1

Germany: An Experiment in Plansing by the « Free » Price Mechanlsm

asavingsn. It is hardly to be expected that

the temporary finance will be a sufficient
gimulant to cause an increase in the national -
ineome (and subsequently also in savings) (36).
The realese of the «'blocked » accounts (14 per
cent of the origiral liquid funds) amounting
o some DM goo million is a somewhat more

‘effective measure. Despite .all _promises the

sterilisation of funds by a continued increase of
public. deposits. at. the Central Bank persisted
even in the first half of 1950 (37).

4. & The whole problem is immensely com-
plicated by the foreign trade and payments
simation i which Germany finds herself as the
result of the war, the loss of fofcign markets,
aspecially in Eastern apd South Eastern Europe
and the stifling of trade with the Sovier Zone. .
Unfortunately the policy of the Government,

_ instead of minimizing the dangers arising out

of this structural unbalance, was caleulated
rather to increase it.

The loss of trade with the Eastern Territo-
nics of pre-war Germany is estimated at some
27 billion pre-war marks (roughly equivalent
to DM 5 hillion). The division of labour and
thus the interdependence were farked. Not
enfy could the "West obtain goods from the

East byt it also depended on it (anid™§a Berlin)

for a varicty of clectrical products, machines
(textile and metal) and semi-finished and finish-
ed products (glass, wood, textiles).

The breach of these relations left the Whest |

with- some  exceedingly

awkward

E:h (3). Perhaps the most important of these ,

fows the loss of some 400 million pre-war
marks worth of agricultural products (equival-
ent roughly to § 100 m. pre-warand $ 200 m.
present value). The increase of the population

has further increased the dependence of Ger-

{35) Bunk Deunchor Linder, Febr, 15 pp. gtr. Tt b

. dhuraereriifs of Gesman « offieisl » ceopemiz wiews that the oee.
_i%whmmﬁhmmnlhmlw

ﬂhﬂlﬂhnm & thar the ‘s ercation of credit » by the Central

() Thh was adminied by the Central Bank, Cf. iid.

1950, PP, 11+14- i ; ;

08 CL U.N.D,, E.C.E. Quarterly Pepo
ep. at,, Val. 1a Mo 3, F

41 alia Mit.
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many on imports from abroad. To maintain an
Bo or go per cent of pre-war standard of life
equivalent, would require increased imports
worth at least § 3-400 million, if steps were not
taken to increase and divensify agricultural
production and to render the economy less
dependent on imports of raw materials in terms |
of the national income, Proposals of the latter
kind are being at present officially discounted
and attacked in Germany as’« autarkic » (39)
even though the country has come o depend
on imports-for about g5 per cent of her total
requirements, as against 2o per cent pro-war.
It does not appear to be realised that this
increasetl dependence on foreign supplies will -
inevitably react on the terms of tr:j?md en-
force a greater degree of economic selfsuf-

“ficiency; nor that it would rake an unneces-

sarily_long time (and probably a deflationary
crisis) to enforce this change through the un-
guided and unaided working of the price
mechanism alone, :

The loss of export markets to the Eamt
represents a loss of roughly 10 per cent of the
total pre-war exports. It should not be for-
gotten, however, that the military (in contrast
to the cconomic) autarky of“thie pre-war em
had considerably intensifi with the ter-
ritories of Eastern and South Eastern Europe,
since those sources of supply could not be cut
by naval action in time of a war. On the
other hand Germany it not at present permitted

* {gy) Even ponmtributions which liy claim to detschiod pclen:

--'liﬁ: ohjectivity seem ta sk refupe in declarations of mywtizal

faith on thls poini, Thes, ep. the Insifivies of Sockil snd
Feomomic Research which jointly publithed & memeorandum o
» Pull Employment and Viabilisy » (V und Le.
beralshighelt) profess to find sotoe « bigher » value in » libera.
lised) trade"ini which ne distinetion in made between necesitie
apdl luxury imports, These dews would seem g0 e fustified
oaly if pan-discrimination would pereit the mabntenance of full
emgloyment and*tfe-moreorer, the distribution of income and
wealth were o optimaks.  As this v palpably not the case it I
not ey to decide what palicy would produce the ment satis.
: rewmltyy far (oo many facsors epter dmio conslderation.
From MIMH#MM%ﬂMlﬂm

8, help) seemn ceriainky
preferable to the seeurlag of sdditional chamces for privilegsd
connimers, I both ean be eombined It i probable — but will
ot eertain = that a grester wope in Isternational trade would
be beneficial, Unfortunatelp there li gosd ressns to muapect
that ment protagoaists of « freer s trade bope by their advocacy
indirecaly to limit the scope of domevtic social policies. -
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to teade with the Eastern countries as [reely as

are other members of O.E.E.C. (see Table XV)
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Thé’.mpam.iun of British exports has im-

mensely aggravared the problem. of securing
other markets without a serious worsening of
the terms of trade — a most threatening con-

“tingency for all the highly industrialised arcas -

sof Western Europe. -
Before the currency reform German exports
were in the main restriced o raw-materials:
steel, scrap, coal and timber. On this basis Ger-
many could obviously never become selfsup-
porting even if foreign markets were available.
Even in the beginning of 1048 imanufactures
were only about 25 per cent jof exports as
peainst some Bo per cent in 1936. By the begin-
ning of 1949 exports had increased sixfold and
manufactures had recovered to 4o per cent of
the total. A year later the overall was approx-
~ imately doubled and manufactures recovered
to all but 6o per cent of the total (sec
Table XVI). The policy of the Western Allies
in starving Germany of industrial imports made
- her carlier recovery impossible.
- Afer the currency reform this policy chan-

h-ﬁu Narglopale del l_';'-mm

policy In the later parc of 1948, and (of less im,
portance) by delays in releasing appropriations;
these factors m:ui it impossible for Germany
to incredse her imports anfficiently to abrork
Marshall Aid and other foreign help that were
available (such as drawing rights granted by
the’ European member countries of O.E.E.C)
In 1948/49 Germany only used § 46.2 million
of the total drawing rights granted of § 1142
million (see Table XVII),

+

Tasin XV
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In the second half of 1949 the acceleratien
of imports could only be financed by the ac
cumulated reserve of unused applopriations, the
O.EEC. part of which alone amounted o
§ 60.3 million. After the dollar crisis of 194,
with the pound devalued in terms of dollarsand
also in terms of the DM, it would have been
wise to be watchful. In spite of the splendid
harvest, which carried agriculmaral production
almost to its high pre-war levels, the position
remained difficult. The German Goverfment
decided, however, to decontrol a large number
of imports. This it did although its long term
plans predict the need to reduce the imports of
necessitics, especially from the dollar area:
reduction which may mot be possible if the in-

ged, but the change was notallowed to have  come of the poorer classes is allowed to rise. In
its full effect. It was followed by deflationary  consequence the balance of payments even with
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lince of payments at a time when unemp

¥

| European  countries rapidly  worsened  (sec
| . Table’ XVIILL), ;

Tamx XVl
BALANCE OF PAYMENTS OF THE FEDERAL REFUBLIC
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THE STERLING AREA
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() Ameria, Framee, Geeeog, Hollind, Norway, - Tarkey.
() Seerling Ares, Sweden, Densark.

5. = This surprising turn in Germany's ba-
ent
was rising sharply has been officially ascribed
to exceprional causes unlikely to pensist. The
potential imports of Germany were mainly non-
asgntial goods. Their delivery could-be quickly

smanged, while German exports,. sminly ca-
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liberalisation of trade has made capital fight
easier; it has rendered Germany less capable
of balancing her trade accounts without Further
sharp deflation, because of the distortion of the
distribution of incomes and of consumer habits,
There being no houses ‘to buy or o furnish,
demand develops for mass - « luxuries » of a
nofi-durable kind. This increases the propen-
sity to import. Finally, liberalisation of inter-
European trade might make o soft » currency -
markets more profitable and thus — even witﬂ

greater equilibrium in intra-European trade —
decrease the pressure to force dollar exports (41).

6. — In_view of the structural changes in the
economy already discussed, it is not surprising
that Germany should import now more than

she did.in 1936 (42). What is' more serious is ©

that imports of non-essential foods increased six-
fold between 1948 and 1649, and in the last
month of 1949 were some 30 per cent greater

“than in 1936, There is finally the astonishing

increased in manufactured imports to more than
200 per cent (in December, 276 per cent) of the
pre-war level, while raw matenal imports are
still 20 per cent below that level and semi-
manufactured imports have just reached it. This
Fﬂm‘l differs remarkably from that 1o which,
or example, Britain restricted herself as a
result of the crisis in the balance of payments.
The British national incon creased, and it
was better distributed. Yet Bfgieh imports were
held far below their pre-war level,

GEDGRAFHIC DISTRIBUTION OF GERMAN FOREIGN TRADE Tamen XIX
. (millaan §)

l ; = s H—..I‘E"n. e sl =

[ Year Indmarial [ o Ty Indanrial | gt

e Toml UK. | Wenen =l US| Toul UK. “| Wesern | o .5,

; Bvge | BB b atl L] deee | P !

" | Fae : * | ; | |

| sl FL 1T 10T 5 TE 254 f 110 soay | 13y 414 a8 i (11

|y #o 83 ; o 3 383 FPREREE T w0 e

Comn | e $ | a6 | o Bor m'! Chadi BT MY L) T

pial oods, take a long time to export (40). .7. — The'shift in German trade due to the

, imports were at first increased by

the need to reconstitute stocks. This done, a -

futher improvement in the balance could be

expected, 'I'hm: is, undoubtedly some truth

hzﬁ‘li:i contention. “But equally the great
o) I the seond quarter ef 1550 o ve inércased,

s

disruption. of the'country and the consequences
of the cold war was startling (see Table XIX).

Lo g
(41} For & losger review of these pointy, see my article, The

- Criii of the Marshall Plan, in s Esonomls Internaziopals o,

1554, =
[42) Gf however, e the problem of eliminating ar circum.
wenting bottlenecks, Pare Vi1 kbelow, o
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Not eveh ia 1940 was any progress made in
adjusting the dollar balance, Altogether § 3.
billion worth of goods were delivered to Ger
thany out of foreign aid (see Table XX).
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i) T, Brinsh contributioss,

In contrast to Britain, borh the overall and

the dollar gap have been increasing. While in
1948 foreign aid was greater than the import

i surplus, in 1949 the reverse was the case.’ The |
_recent improvement is due more to the fact’

thit the restocking has been completed than
to an improvement in the basic relations be-
tween national income and imports.

The German Government has recognised
the danger of a diversion of ex from the
dollar arca. Proposals have made to en-
courage dollar expans by f:.;ch;ilgupwﬁft]'

’p:r cent of their proceeds frteh the obligation
to surrender to the Central Bank. This
measure might have some effect, in so far as
it amounts to a hidden devaluation of the
DM against the dollar, In day cir-
cumstances on the other hand it will d bly
intensify an already menacing Aight of capital.
Together with any further relaxation of con-

.-trol, a partial freeing of the dollar proceeds of
_exports represents a most awkward loophole.

The system is already shakyi'_:nd this might

finish it. The conscquences ar

a country cxposed as Germany is to political

dangers, domestic as well as foreign (43).

{41} The German  Government hoped  that liberalisation
wenld testare prices 10 their « coonomic » bevel. . There wan
Hizle reason to hope for this desirable resalt. Other éountries
" were alan fh the grip of deflation and would tend to wasmit
‘it through deprenicn dumping,

_ i The immediste reumption of iatrs Europein canel agree-
~““ments showed the reverse chatacle b the way of the estbli-
shovent of « equilbriem » prices,

incalculable in -

B, «— ‘There are even indications that the
present German Government had more in mind
than the intrinsic merits of the scheme whe
they nimuwﬂ the eause of European Union and
liberalisation. The | intrinsic  benchits  come
mainly in the lemg run, In the thort run the
scheme makes any active social and employ.
ment policy difficult if not impossible; it thu
sreserves the status quo due to eurrency refom,

he gloom of some official estimates supgests
that such considerations-did influence policy,
The Government, for example, imagines tha
full employment would make necessary an in.
crease of not less than g0 per cent (some § 5o
million per annum) in imports of industrial
materials and food. Even in view of the disres

sing level of unemployment, the figure seen

high. It seems quite excessive when it is cleas
that a socially directed investment -programme
could and should minimize the need for jm
ports — perhaps even without drastic physial
controls, This pessimism strengthens the s
picion that a change of policy is not vam
ed (44)

9. — Unfortunately the Trade Unions ar
weak, and have grown weaker since the war. [k
it their business to deferd the interest of ther
members and influence the policy of ther
Government. We have already pointed to the
disastrous influence of currency reforni in this
respect. But their failure is to some extent their
own fault. One of the more insidious reasons
of their ineffectiveness is.their concentranon oo
the so-called « Right of Representantion on the
Boards of Directors », #. ¢, statutory”péer i
nominate one third or one half of the memben
of boards of com néu {and of publ::hﬁq'-
posations). already exercise some nght in
certain Im']v-::}i:ndumi:l firms  which

‘taken over and feorganised by the Allies.

The demand gbviously has good motives, k
is intended to democratise industry, and to g
the workers representation and influence i
the bodies that employ them. But there ar
serions ohjections to the method chosen to serie

{44} This v one more of thote lmwances in which B
German Goeernment abified the Blame for, a F‘“‘T"’u" :

clearly antisacisl an 1o forclga powers, Another cran exs
iv the interruption of the Anglo-German frade negotission &
March 1gsn an ibe ples thar the Amsericani refused o permt
e helding by Gesmany of wierling balahces,

el

 bad to be enforee
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his usell” pur First, it diverts much
energy from other Union qgtiﬂﬁrs. Second,
the Unions have not enough technically qua-
liied members to represent them effectively.

There 1s a. danger that the men chosen will

sherefore be either unsuitable or unrepresen.
wtive — in either case the cohesion of the
Uniong will suffer. Third, from this lack of
cohesion and  because  managerent makes
managers, the Trade/Union representatives are
very likely to adopt a managerial attitude to
their problems and also (which is worse) to

their rank and file. The latter will lose their

st in their leaders, their solidarity, and
haps their moderation.
Finally, it might be helpful if Trade Unions

were represented on Development Councils em- .

bracing whole industries and on bodies advising
the ‘riiment on general policy; but as a
rule they are not. They are represented at the
level of single firms, and in some ways their
interests are there identified. This must T_I:m'-
ther rigidify the ec jc system (and there
B :ht:%ilr Emugh im in rigidity, withaut
Trade Uniors sharing it). It opens some fright-
ening possibilities: may not Trade Unions,

* thus connected with single firms, come to sup-

port socially damnable policies? The way lies
to all those mist and abuscs which

~ marked the English restrictive cartels in the

sthirties », or the o corporatism» of fascist
Iuly. It is odd, to say the least, that German
{unliké English) Trade Unions have agitated
more for « Representation » than for full em-
ployment which'really does secure the human
dignity of individual workers. =

Vil - Towards a rational ;Bcl.‘lnl:lmic

The German Government tried to apply to
E.lif: an abstract, obsolescent and internally
istent economic theory; and certainly did
notsucceed. There are two tests of an economic
policy: first, does it increase national income?
kcond, does it distribute the products justly?
The German experiment failed in both.
National output increased, but the increa-

it was artificially slowed becanse 'deflation
5 in order to avoid an open’
'w?ipiri-ﬁtrbcmﬁmzth:dis-

tribution of the national income became more
unjust than even the Nazis made it. The mea-
sures fiow contemplated by the Government
will increase the inequality further, Moreover,
this incquality directly induced a large scale
misdirection of investment which threatens
futire  economic complications.  Only the

. patience and discipline of the German Trade

Unions prevented the outbredk, in consequence,
of acute social conflict.

It should be frankly stated thae the mis-
takes of the Allied Occupation Authorities
contributed and still eontribute to the deplor-
able stare of affairs in Germany. It is equally
clear that even within the framework of a
u liberalistic » economic policy the German
Government could and should have taken
wiser and “more drastic action to minimize
hardship and to stimulate economic activity in
the right direction. '

A) The Influcnce of the Occnpation Author
ities,

. (a) First, and the most serious long-run

effects are those due to the mistaken handling
of German economic problems by the Allied
Representatives  immediately after the war.
a Planning », 2o called without discrimination,
was unfortunately discredited by what was in
fact a planless direct control of the economy,
already to a large extent practised by the Nazi
regime. _

{b) The Allies thus “to treat as a
whole the German monctar\-cconomic and
social problems, which are indivisible. They
chote an insupportable scheme of currency
reform. Introducing it piecemeal was the worst
of several teghnical and psychological mistakes
in its execution. All these blunders gave rise

" “tb acute social ingquality. They caused the
«sccondary boomlet of the autumn of 1948
They made almost inevitable the present creep-

ing deflation. The Allied banking and cur-

cy o reforms » rendér corrective measures
unnecessarily diffieult if not impossible, even
though some useful concessions have already
been made.especially in allowing loan expen-
diture by the Federal and State governments,

* fc) The Allies’ policy on forcign trade,

often” contradictory, impedes reform, It also
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affords the German Government a useful ex-
cuse for s refusal to  undertake remedial
action. The pressure towards indiseriminate
liberalisation of forelgn trade has been specially
malignant. It was the pretext for the lawest
German measures, It helped to keep the dollar
clavse in-the projected Anglo-German timde
agreement,  Waiving - this clause, as was pro-
posed, wionld cetainly have helped to revive
German exports and thus to secure important
new sources of raw materials and food, In
this matter some of the U8, administrators in
Germany  have, in effect, interfered with a
rational development of German and European
foreign trade, This helps, of course, to frust-
rate mn avowed aim of the European Recovery
Progfamme — to make these countries less
dependent on excepional American aid,

{d) There scems o be cledr evidence that
the German Government is cven less free tof
trade with the Soviet sphere than are most

also severely hampered. -In all these maters
it is imperative that the Allies should agree,
at the highest level, on a unified economic
policy based on reality and not on dogma.
The Allied £Xperts werne perhaps somewhat
less than fair when they rebuked the German
Government for the defeatism of its plans for
the remaining period of Magthall Aid; the

eral tenor if not the defall of German
policy had previously been both influenced and
approved by other organs of the Occupying
Powess.

() Much the same applies to more general
problems of economic organisation. The meas-
ures, passcd and contemplated, to break and

_ reorganise cartels seem to be bised on obsoles-
* cent static economic theories; they take too litle
“account of the

ition and problems of Ger-
many, indeed of Europe. In%artir:ulnr the ef-
fects of this policy on relative European effiien-
¢y have been neglected. The « imperialigtic
character of trusts and cartels and their threat
to the dembcracies originated not in their
economic but in their political acvity. It can
and should be remedied on the political plane
by control, and not by isolated legislative acts,

which will not increase efficiency or decrease

Narlonsle del Lavers

the m'qsali;tic element in the price e
tire: (45). ; ;
M? the visible indications point 10 the
reficwal of most prewar cartels (46). Such
scant statistics as have been published on the
distribution of national income show unequi
vocally that profitmarging and the degre
of monopaly ‘have considerably  incréaed,
The strong and consistent enconragement i
o plou h-back » company profits has ﬂ!ﬂ':iﬂmly

“strenigthened this trend twowards monopoly by

concentrating aving inte the hands of existing
companies. The virtpal disappearance of
organised long term capital market issan ad
ditional factor tending with comparable fotee
in the same direction, Little if any relief could
be ‘expected from the « reforms » proposed by
the German Government in reducing the rate
of tax on corporations and higher incoma:
it s pm'l.ﬂa'u-]c that most of the increased
« saving » would still originate in the bigget
firms. The gains to individuals on the othe
hand are more likely to increase conspicuou

consumption and weaken the balance of

payments (7).
Restoring the sequestered companies to ther

owners (though organisations are sometims

broken up, ownership is not) will ohyiously be
taken as a sign of renewed Allied appeovil
of the pre-war practices of Germany indusny.
The half hearted ineffectiveness of defartellis
ation is another. The «break-ups of the
former trusts was clumsily arranged and i

g Bt oabould be prhasised thst deflsss ¥ ERENE B
aleo more bkely to increaie thes po decreans |h_nfq'lr
'adlbmq)d;. i

1ﬁimﬁmm&mwr<hﬂi&ﬁ"
cartel {minky locased in the Drinish Tone) for thelr G ansge
a1 eriminal prosecution, Ome of the indicement: was that they
dﬁmluwrﬁhMFnﬂmqulupdﬂ
divide mumken, The proscotion was begun o1 de

*enoment w0 the Schuman = Plan s of & pooling ool and ped

resources » waa lsusched by Franee with full American mppot
(47} The Altied wetf of the latest tax = nefarm o win mabe

" diroit in the extreme and cerainly wan not based ea mﬂﬂ

desations but represented 8 rather  unreasoned  deflatissan

_mtasure, im gencral comiradiction to the earlier experised change

of the American Adminitration im favour of a mase poiise
ctiiployment policy, These wacillations maw being: further de
repie o Al pull:y. The pmibﬁi pricrease B0 mon 68

Tumiries i, to aay the least, peoblesnatical, I the seemstist
-l.lpfllhfﬁ.h' :

dhere :'Mlq o prevent apeiher §
.ﬁ:ﬂlhll]u:u:llwuld L_l'l:bﬂrlpﬂ.ﬂ!l‘l.lt:ﬂ““‘

the use of abe galm of Indiidush due 1o the x-reminiot
certain sated pusposes, 6. heuschullding. e

syt

"
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many instances reduced efficiency. The reversal
of the pghiy is therefore likely to lead to en-
pessen in the opposite direction @ even the work-
able controls, e. g. prite comrol, will not be
mpln‘l, The u|:||:l|!'t;|l:iun of 1S Irgxl
method in Germany s bound w fail. The

“whole problém is overshadowed by the need

for European co-ordination. There must be
planning: Europe cannot otherwise escape cut-
throat internecine com
ing of terms of mgﬁ;:"ﬁ*ady gravely menaced
by waorld economic developments (4a).

() The lack of imagination and of pur-
pose in the business of demilitarising and dis-
mantling was — if possible = even more
dismserons, Similar causes explain it. We have
seen the reasons why at first the Western Allies,

apecially the Americans, pressed exclusively for -

iprs out- of dismantled capital equip-
ment. As the rift with the Soviet widened, the
ariginal view changed, but not quickly enough.
The first » Level of Industry » plan négotiated
with the Sovier might have crippled Germany
and was abandoned. The dismantling next en-
viaged would not necessarily have damaged
German prospects had a proper economic policy
been pursued in other respects. Yer it was

" further modified and curtailed. Ultimately u

withe end of 1940 only § 146.8 millions wort

- of capital equipment (at 1938 prices: at cur-

weat values, some § 300 millions) was reccived
by the Interallied Reparation Agency, which
excludes the USSR and Poland. The US.5.R.
wat to have received 25 per cent.of the total
apial equipmeng, and obtained indtead, ac-
weding to Agency’s report, only $ 128 millons
{;;3!}; :ﬁmﬂing o the Wml:all’nwcn some

24 millions (1938) (30). Total ions

(193%) (49 b el

secured amounted to only § s17 millions, of

which the U.S. obtained a surprisingly large

share (§ 103 millions) because of her success i -

mpounding German assets. The last dismant-

ligg list reduced the number of plans o =

be surrendered to 680, a linde more than
i third of the already modified original

i) Ci. m!lbnc& oo The Dol Crisis.
hﬁ}ﬂ.‘ﬁ.ﬁ, Eegort for the vear 1o45.
tofal is problably les than the pralen eapital goods
e by Germany during the war and will cerainly not

[ e Geman praductve power 10 the 1938 keve even togebs

tition, and a worsens

Ll e

likt, Objectively, it seems elear that with some
exceptions (e, g. fertilisers and steel rolling
capacity) reparations as at present taken or
contemplated did not and will not badly un-
balance rmclu:tivc capacity, Nevertheless, as
the whole policy of dismantling has become
an object of haggling, and has never been
properly explained to the German public, it
should be ended quickly, and securty measures
concentrated on elose control (o).

The right of exacting reparations from cur-
rent production might however be reserved, It
might well serve the purpose of « public works »
and thus be of actual benefit o Germany. The
possibility of & remilitarised Germany seems to
depend rather more on the ryling psychology
of the country (and also of the J’Lﬁic:} than on
economic potential. ‘The danger of the present
policy is that it will first provoke dangerous
extremes of political temper and will then be
abandoned for internal or international rea-

sans (51},

B) The Policy of the German Government,
Hllum within the sfress pricing tyilam.

When the responsibility of the Allies has
been fully acknowledged (and it would be a
great psychological mistake to minfmise i), it
remaing clear that the German Government
could have initiated a much more positive
cconomic and social policy. Even without any
fundamental change in its economic philosophy

it can take steps to bring 2 better utilis-
ation of the country's prody power and a
betrer distribution of resultiifg outpor. It
is also clear that a continuation of the present

policy will aggravate the cconemic and social

malaisc. . : )
(a) In the miin the change of policy

: ﬁllithin these w liberal w limits will have o be

& ‘

{50) The latest relanavion might impair this if the political
povition wok & mrn for the wore,

{51) The reatriction on steel peodection will evensally hve
w0 be mﬂi&bd_. Tt uantil effective meamires are aken by the
German Government io. prevent the. aee of sieel lor unessensls]
parposes, German complaint of ihe destructive effeces of this
particular boitleneck, or plana providing for large-scale impart
of steel from hamt=teponcy arcan to gaove ihe wreible hardibips
caated . ring somewhat hollow, _ 1o scemi saonbibing e p, that
large amounts of seeel sre waited on conameneal fepoes and
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‘confined to banking and taxation. Neither js
(even in combination) capable of carrying the
burden of a modern soctal and economic policy
or ensuring full employment of the country’s
resources; but their reform could afford some
relief, _

1) The Central Bank will have to be
brought under the control of the Government.
There is hardly a country left in the world
where the Central Bank is autonomous both
in law and in fact. The German experience
shows that the complete independence of the
bankérs within the State and their exclusive
concentration on the bankers' business, the
integrity of the currency irrespective of all
other considerations, generates intolerable delays
and Frictions, the consequences of which threat-

. en political stability. A unitary Central Bank
under the State must therefore be created. Ine

~ the same way the clearing banking system must
also be. permitted to concentrate into more
cCOnOmic units.

2) The cxising Allied restrictions on the -

budgetary policy of the German territorial

units, incliding the Federal and State Govern-

ments (52), will have to be lifted. Full open

market powers must be gigen to (and used
# by) the Central Bank.

(b) On the basis of this «structural »
reformh an active policy of reconstruction must
be initiated — which will incidentally increase
empl t. Work creation of the old type;
useless: work selected because it emiploys the
maximum number, will not do. A country in

* Germany's position cannot afford it, especially
in view of the short tme left before foreign

aid might diminish or disappear. Every effort

must be concentrated on adapting the Ger-

man productive structure to changed internal

conditions and to the increased dependence on

foreign supplies. In particular investment must
‘be channelled where the social need is greatest
. and not left to the vagaries of a badly distri-
“buted. effective demand.

Y

{53) § 135 of the German Basic Law which forksl o« de
ficit » fimasce i gufficiently DexhlE not o peed amendment s
it permit beerewing for = extrocedizary 5 and’ @ prodisive =
parposcs,  The Allied restrictions have only betn walved par-
thally. F

i

1) As long as the Government refuses p
admit that the interplay of monetary demand
and supply on free markets néeds to be modifis]
by direct controls to safeguard the position of
the weak; so long will the problem.of equal.

ising the burdens and losses of war remain g

* really burning actual question. Controls mak:
Ainequality mﬁ:mhlﬂ by. rendering the maldis

§

tribution of money wealth and income inopet.
ative in the field of necessities, In the,absence
of controls, a comprchensive capital equaliy
ation is imperative. Detailed plans involving
a progressive capital levy were worked out long
ago. They must be implemented straighe away.
The existence of the problem :hﬂﬁnws the
whole economic system, discoutages inves
ment, stimulates recklesd  expenditure and
creates frustration and didcontent.

2) Equally necessary is' a reform of the
tax structure (53} The proposal to render the
income-tax less progressive seems odd when |
the effective (a3 contrasted with the theoregical)
taxation of richer people scarcely reaches e
third of the cffective burden borne by the
British. It has not been shown by recent o

‘perience that the willingness 1o pay e o

increased by tax concessions. The #fstm of
permitting the indiscriminate charging of is-
vestment and personal expenditare by peo
prictors, managers and cmployers against is-
come for tax purposes must be stopped even i
it involves hardship. A large partsof e
offentive conspicuous expenditure is hnanced
in this manner. Morcover, the uncven proft:
ability of existing firms is duc mainly not &
cconomic reasdns but to .uncven m

* power or partial conrol of certain prices (e.§.

coal, steel, “housing). Ploughed back inves:
ments (Selbstfinanzierung) are thercfore nat
distributed in the most economic manner,

3) It is foolish, however, to cxpect the
the price mechanism (even if an nm:i-mrmpd‘;

‘Act be passed) can restore competitive

hrium. Risk and oligopolistic ¢lements will
persist. On the other hand the social (and @ -
the case of coal, the monetary) consequencd
of further decontrol &f prices might be
(531, €1, « Stellungnahme des Devischen Grwrkbalsles
dei zum Gewewentwurl der Busdeiregicrung Tus Acnderung &
Elnkommesitenesgesetaes », Jan, 1550,

grous and would certainly outweigh any
. advantage of restoring « economic » prices. A

. gramme is to succeed, investment and tax con-

~ would help to autract entreprencurs to the

wald encourage and intensify agriculture and

_umation of luxuries, especially lukdfigs which % other things being eq

iy foody & she comequence of the inabilay of many w

- o boiing i in bala
uiing suumes some impartance in neing farcign pay-

¥y
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have been serously worsened by the diminution
of basic domestic mass-consumption, would
solution might be found in the housing sector,  thus improve,
which is the most important, by using gains
from tighter tax collection to findnce urgent
social investment (e, . workers-housing) and/
or by introducing fax-concessions on certain
approved types of building projects.

It should be added that if a building pro-

The problam ol direct conirals,

IT taxation were sensibly reformed and wsed
as a deliberate instrument of cconomic policy,
it would probably succeed in reducing Ger-
miany's dependence (relative to national income)
on fl:-rcign;t#:pii::. There would thus be less
need for ation and unemployment, The
gain in national income would be considerable,
The readjustmient of the German productive
structure would be easier and the reabsorption
of refugeer quicker, The investment capacity
of the country (and therefore its productivity)
could be increased without aggravating inequal.
ities in the distribution of income, :

cetons must be confined ; to .approved and
efficient lgmj‘“" which are part of a systematic
plan (including the replanning of cities). The
institutions required for channelling State funds -
already exist (54). Tax and related measures
could be used very effectively to influcncé the
lcation of industry, a vital matter if the so-
alled «structural » unemployment “is to be
diminated without unnecéssary Bardship. Tax- (a) Germany is at present faced with an
concessions, guarantees, <heap credit and the  import surplus of some DM 1.5 billions. She
provision of other finance, and possibly the. -":m financed just under half of her imports

i ufhﬂﬁry‘“ space built on public acdount, rom- current exports.  Even if we discount
i i3 . some  of the wf]?.’ser caleulations about the
present distressed areas. Linle initiative has  probable effect on import-needs of an increase
been shown in this direction. In the same way  In her national income, it is unlikely that
dassificd taxes on land (and tax-concesions) measures limited to the field of taxation could
prevent a worsening of her balance of pay-
ments. In 1950 she can no longer draw, as
she could in 1949, on accumulated balances
and unutilised appropriationg U5, aid. This
alone will necessitate seri flationary pres-
ual. “Even if the aid

forestry. -

4)*Taxation can play a no less important
part in ]mcnin§ the discrepancy in-consump-
odh standards. it is imperative to increase the

were not cut, Germany would stll have to

export more or import We cannot argue

here about the chances of increasing exports

westward, especially to dollar arcas, under the
- “ conditions which are likely in the critical period
_ odhead.: An attempt has been made  else-
P \aq) Consideration thoald be give 1o the quistion whethes © Where (56) to show thar an increase is impro-
winidies could not be paid w producers the peices of whose  bable. An increase as big as Germany needs
poducts are will ko relatively dow o oqualize the rates of in ﬁm“? ium‘m: {5?}-_

Emmes.  Conversely, building and other fnvestments not

emeerming to'plans could be sevesely taxed. +(b) The problem resolves itself into a quest

B e e o s s for O et o has been discussed
imports becauie part of the currens clay an ; & 3

already.  Mord=trade with the East is very

necessary; but it cannot solve the problem, The

II:IEPECS required by Germany are not now

necesatate’ imports or which can be expor-
ied (ss). Productivity could be increased by
granting tax-concessions on standard products
while increasing the tax-rate in excessive dif-
ferentiation. The prospects of exports, which

dependess such a3 applinces, furniture, ¢tc, Thus the provivion

ing nitional L
uziafy tazes bag pow been pronsissd by
:hmﬁmm:umm&MuMMH

Albed vein on Imcome tax reduacon.,
- e

{5Ey-The Crinis of the Marthall Flan, leo Economis Inter-

sanales, Genova 195s, :

(57) The sopping of the flight of caplal b, of coune, a
conditicn rine qua now of the wlution of the preblem.
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confined to banking and taxation. Neither is
{even in combination) capable of carrying the
burden of a modern social and economic policy
or ensuring full employment of the country's
resources; but their reform could afford some
reliek, _

= 1) The Central Bank will have to be
hmu%ht under the control of the Government.
There! is hardly a country left in the world
where the Central Bank is autonomous both
in lawe and in fact.” The German experience
shows that the complete independence of the

_ bankers within the State and their exclusive

concentration o the bankers' business, the
integrity of the curmency irrespective of all
other considerations, generates intolerable delays
and Frictions, the consequences of which threat-
eni political stability. A unitary Central Bank
under the State must therefore be created. In
the same way the clearing banking system midst
also be permitted to concentfate into more
coonOmic unix.  * i T

2) The existing Allied restrictions on the
budgetary policy of the German territorial
units, including the Federal and State Govern-
ments (52), will have to be lifted. Full open
market powers must be given to (and used
by) the Central Bank. o

(b) On the basis of this «structural»

- reform an active policy of reconstruction must
- be initiated — which will incidentally increase

cmployment. Work creationtof the old type,

uscless work selected because it employs the

maximum number, will not do. A country in
Germany’s position cannot afford it, especially
in view of the short time left before foreign

aid might diminish or disappear. Every effort
. must be concentrated on adapting the Ger
“man productive structure to changed internal
. «onditions and to the increased dependence on

foreign supplics. In particular investment must
be channelled where the social need is greatest
and not left to the vagaries of a badly distri-
bured effective demand.

m}lzasdmeﬂémmhthhMldn
ficit » finance it sudficiently fexible not w pead smepdment u
'_-_E-'q i Illﬂlmr
purposes. - The Allied restrictions have only bora waived par-
tially. i

1) As long as the Government refuses i

" admit that the interplay of monctary demand

and supply on free markets needs to be modified
by direct controls to safeguard the position of
the weak, so long will the problem of equal-
ising the burdens and losses of war remain 3
really burning actual question. Controls make
inequality tnﬁ'mhl: by rendering the maldi
tribution of money wealth and income inoper:
ative in the field of necessities. In the absence
of controls, a comprehensive capital equalis
ation is' imperative, Detailed plans invelving
a progressive capital levy were worked out long
ago. They must be implemented straight away,
The existence of the problem shadows the

whole economic system, discourages inven- |

ment, stimulates reckless  expenditure and
creates frustration and discontent.

2) Equally necessary is a, reform of the
tax structure (53). The proposal to render the
income-tax lc[ii"s pmgrmlrlrcprﬂm odd whea
the effective (as contrasted with the theortial)
taxation of richer people scarcely ‘reaches ose
third of the effective burden bome by the
British. It has not been shown by recent a-
pericnce that the willingness o pay taxe &
increased by tax concessions. The-sygem of
permiuting the indiscriminate charging of in-
vestment and pefsonal expenditure pre-
prictors, managers and cmplofers againg i
come [or tax purposes must be stopped cven §

+ it involves, hardship. A large part of the

offensive conspicnous expenditure is financed
in this manner. " Moreover, the uneyven profit
ability of existing firms is due mainly not @
economic reasons but to uneven monopely
power or partial control of certain prices (e g
coal, steel, housing). Ploughed back invet

ments (Selbstinanzierung) are thercfore oot

distributed in the most economic manner.

3) It is foolishy however, to expect the
the price mechanism (eveh if an nnﬁrmumﬁ;
Act be' passed) can restore competitive equile
brium, "Risk and oligopolistic elements. wil
persist. On the other hand the social (and 8
the case of coal, the monetary) consequence
of further decontrol of prices might be

. {50 Cf = Steliangnahme des Deusschen Gowerkuchaibesr
des aum Geeteitwurf der Bundessegierung tur Acadousgds
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serous and would eertainly outweigh any
advantage of restarisip o economic » prices, A
slution might be found in the housing sector,
which ii the most important, by wsing gains

from dghter tax collection to finance urgent
soclal investrmenit (e, g, workers-housing) and/

or by introducing tax-concessions on certain
approved types of building projects.

It should be added that if a building pro- .
gramme is to succeed, investment and tax con-
cemioifs Triust be confined to approved and
efficient projects which are part of a systematic
plan (including the replanning of cities). The
institutions required for channelling State funds
already exist (54) "%l_.t/and related measures
could be used very efféctively to influence the
bation of industry, a vital matter if the so-
ailled o structural » uncmployment is to be

" dliminated without unnécessary hardship. Tax-

concessions, guarantees, cheap credit and the

. povision of other finance, and possibly the

keating of factory space built on public account,
would help to_ atrace entreprencurs tw the
been shown in this direction. In the same way
dassified taxes on land (and tax<oncessions)
could encoufage and intensify agricwleure and
4) Taxation can play a no less important
part in lessening the discrepancy in consump
tion standards. It is imperative to increase
tmation of luxuries, especially luxuries which

ecewitate imports or which can—&'&l?@'_“.‘-‘
&d*(55). Productivity could be increased by

granting tax-concessions on standard products
while increasing the tax-rate in excessive dif-

ferentiation, The prospects of exports, which

{54} Consldesation sheald be pives in the querion whether

 wdbuidies could mon 'be paid o producers the prices of whose

produces are il Lept relatively low 1o eqiabize the rmes of

_ mmemmemt.  Conversely, building and other Enveimmests nog:
. wmbeming o plans could be severely tazed.

{38 The peovision of howing will fuelf panurally decrease
the deferalenie oo Imports bessuse part of the cusrent enilay an
kst foods s the coniequence of the inshiliy of many 10
s decent housing. Onpee hoaving b expendinare
il be diverted towarids catbets which Jre. lets Empert

dependent wuch 40 4 , Farnitude, o3, Thus the pravision
o 4 appliances e

g pisumcs sme impociande in balaneleg loregn pay-
=eny withour artificially depreming national income,
* The Intioduction of Juzsry uxds bas now been promised by
% Germua G en the secasion ef the withdrawal of
e Allied veto on income bz redsction. H
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have been seriously worsened by the diminution
of basic domestic mass-consumption, would
thiis improve,

The problem of direet controls

I taxatioh were sensibly reformed and used
as a deliberate instrument of economic policy,
it would probably succeed in reducing Ger-
many's dependence (relative to national income)
on foreign=supplics. There would thus be less
need for deflation and unemployment, The
gain in national income would be considerable,
The readjustment of the German productive '
structure would be easier and the reabsorption
of refugees quicker. The investment capacity

-of the country.(and therefore its productivity)

cotild be inéreased without aggravating inequal-
ities in the distribution of income.

(a) Germany is at present faced with an
import surplus of some DM 3.5 billions. She
has financed just under half of her imports
from current exports, Even if we discount
some of the wilder calculations about the
probable effect on import-needs of an increase
in her national income, it A5~ unlikely that
measures limited to the fic taxation could
prevent a worsening of her Bilance of pay-
ments. In 1950 she can no longer draw, as
she could in 1040, on accumulated balances
and unutilised appropriations of U.S. aid, This
alone will fiecessitate serious deflationary pres-

-« sure, other things being equal. Even if the aid

were not cut, Germany would still have to
EXpOTt More or impart i::u, We cannot argue
here about the chances of increasing exports
westward, especially to dollar arcas, under the
conditiohs which are likely in the eritical period
ahead. An attempt has been made else-
W pw that an increase is impro-
le. m:: as big as Germany needs

is virtually impossible (57).
: ﬁlil:rﬁ The problem resolves itself into a quest

~for other markets — this has been discussed

already. More trade with the East is very
necessary; but it cannot solve the problem, The
supplies required by- Germany are not now.

(56) The Crivis of the Marihall Mam, |n « Economia Inbere
nationale », Genova tin, ' - = )

(57) The swpping of the Hght ol capiul b, of coure, a
eonditicn rine gwa mon of the wiuton of the problem. ;
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available there even in pre-war quantity; and  timated the investment needs of the com.
munity (59). By working multiple shifts bos.
tlenecks can be eliminated and current inves.
ment needs reduced. Trie enough, depreciation
it increased but with it increnses its automatie
finance, Moreover, a large pare of factory inves.
ment consists not of machinery but of building
and ancillary works (water, power, etc.) which
roportionately to their ef-
ery substantial results could
be achieved in this vieal respect by a sensible
cooperation between Government, Industgy and

the Bastern areas’ (apart from the Soviet Zone

of Germany) never met more than a small part,

of Germany's pre-war needs. Even if it were
possible to depend entirely on Eastern supplics;

it would not at present be politically desirable.

Thus only one real question remains: how
reciscly are imports to be cut? The choice

ies berween deflation and control. This fact is
ignored by most commentators,

{c) Monetheless, means must be found which
will stimulate selected industries without waor-
sening the general terms of trade. One such
method is to foster exports systematically by
Iimitirih the proportion of sales in the home
market, by agreement with the industries con-
cerned.” In this way it is posible to stimulate

the ‘efforts of :hrrcpq-e'mur; without deflating

total national income (58).. In order to enforce
efficiency and to prevent cumulative speculative

{ price movements in a tight situation, it 'will .
.probably prove necessary to-restore price super- -

vision if not starutory controls. Combinations
also demand atrention. The renewed flowering
of cartels and of restrictive oligopoly has decisi-
vely increased profit margins. This is socially
intolerable. It is also economically wasteful,
Only publicity and close supepvision, with
stronger statutory powers of proce control’ at
in the background, can“ednfend with it.
has also been shown that credit control
cannot cope with the speculative withholdin
of smocks and its consequences — interru
. reconstruction and distorted patterns of income
and prodoction. !

(d) In the same way some physical control
of investment will prove incvitable,
“most painless and least difficult 10 administer
is building licensing with the exccution of which
the Trade Unions can be assogiated. It should
be possible by such controls to concentrate the
available high investment capacity into housing
and productive investment. [If the lawer is
more evenly distributed over induetry and geo-
graphically better located the rate of increass
in’ productivity should remain high:

" () It has been the fault of most post-war
economic calculations that they grossly overss-

=B An l"l.'l.'t.i.'l_r oatred over the nuse of sesl i mtlln]}
overdae. !
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do not dr}m:in::
fective utilisation,

the Trade Unions, -
It has been shown (60} that the unlisaa

of equipment before and even during the war
was far lower in Germany than in other coun.

tries. One might expect rather startling resuls
if energetic action were taken (especially if the
provision of housing were equally determined).

Opinions vary widely about the current under.

utilisation of capital equipment. Most of them
anyway leave out of account the possibility and
the vital need of multiple shifts.

The pessimism and inaction of the Germans
in this problem must be awributed ro their
desire for more US. economic aid and For
US. help in gerting rid of dismantling and
reparation liabilitles. It is by no means’ impos-
sible that an energetic policy would very guickly
increase production 20-30 per cent, with el
tively slender new invesment. The Allied
Authoritics and Trade Unions have not uke
sufficient trouble to reclify the defeans m
pressions created by interested pamics, If this
defeatism had some diplomatic it
also made the reversal of the anti-social policy
more difficult and thus endangered the evole
tiofiof a stable and balanced society.

P Clnnc:l:u:fnnl
The German problem is difficult, bur onl

onc thing could make it hopeless: a wo
depression, unmitigated by proper action in the

{49} The firit werslon of the French « Monset s Flan w3t
an encellens example, ©f, Ouford Univenity Inasie of S5-
tistics, Dullesls pggh, 3

_ (6o} Kawwow, ep. et The exeery of mot botilenecks bt

been groaly exaggeraied. It hay been comiended e.g. thet 0.

expantion of Gutile ouzput Is posiible because of the b of
spinedie capacity which i divassed in the East, This haa alresdy
been shown’ Up a1 wholly wreng. .
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nm:t::i,*. and commercial feld (61} Some of

she present gloom is self-created. In a defla-

fonary atmosphere only the strongest can go

. ahead ‘bravely, and they may not alwdys care

to. The pesiimism prevailing in Germany, the
lack of faith in her furare productive perfor-
mance, arise in part at least from the relative
failure to mobilise available manpower (62). It
it difficult to antigipare brisk activity if the

brakes are always on. There is no real reason

why production should not rise in the current

year 1o, say, 125 per cent of its 1936 level (63).
‘Put as long as official circles delay investment

until savings « matiire », as 'Inng as their ela-
barate calculations prove a need for «addi-
tienal — foreign — help », so long will they
restraln and vitiate additional saving; so long
will the Increase in productivity be o enjoyed »
in the form of increased unemployment,

It is true that some particular problems are
more acute in Germany ‘than elsewhere, E;r
necessary readjustment is greater. Certain hot-
tlenecks are njzrmwM ris not least. But
these problems can be solved, if some of the
rigid dogma of the Allied and German Govern-

ments will only yield to a business-like approach
to difficulties as they emerge.

If such a change does not come, and come
soon, then change of another kind will forestall
it. Nothing but fast reform by free men can
prevent the Western Germans from deserting
political moderation for the militant extremes
of right and left (64). Time, and a near
example, are working againgt the West if
nothing changes (65).

e democracies are fortunate that Soviet
political intolerance and tenor and the appals
ling uncertainty of individual life, the loss of
freedom, have so far restraimed the Western
Germans' revolutionary unrest. How long dare
we rely on such a deterrent? The shortsighted
in the Western countries find the Revolutionary
Toralitarian Right less disturbing than the Lefr,
and like to bet on one extreme against the
other. Looking into Germany's future, they
are actually comforted by the memory of

Marional Socialism as an implacable enemy of

Communism: could there be a more ternble
measiire of Germany's need roday?

POSTSCRIPT (July tg50)

This paper has been completed in - April
150.

In the meantine the German ‘economy has

a distinct revival. Industrial pro-

experienced
domion reached the 1936 level in*MiStch 1950

for the first time (though it is still roughly 20
percent below the 1938 level) and scems to have
attained 110 percent in June 1950 (i.e. 5 per-
oent above Dr, Erhardt’s estimate of the 1852
level). Building activity has expanded even
more quickly. e
Dr. Erhardt, the Minister for Economic
Affairs and his economists seem to regard this
development as a conclusive justification of
their attitude to economic problems and of the

i) Hence 5t szems lnum;trrhm‘bi: that Cierman authen

- Meal siack plans for maknainiag full employmsest in crodiios
. mutdies by internatianal inativatenal mesise. s

{fa) The target sex by the German Goverament for 11951.

© M rmicked by May Togm. :
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o liberal ». policy pursued. Nothing could be
farther from being the case:

1) unemployment hagemained substan-
tially above the diurnal figdsof 1940: 1.54
millions in June 1950, or 10 per cent, as against
1.28 millions a year before, The industrial
arcas, Rheinland, Westphalia, Hamburg, Bre-
men, show_the worst proportional increases.

(64) In 1930, ot & cehical poisd in the hivory ol Euscpe,

&1 wrote wno complicency whatever b juntified in the free cous.

tries, which seembo have [ailed In the tadk of ueilidng fully
their far wperior etomomic power, oa scoount of the puesesi
eronomic patition and outlook in Germany . The Naviowal
Erowemy of Geemany, in « The Economie Journil », Sepr., 138,

(65} There is a final warning Ia the gain which the Sovier
Zane of Germany hay been able’ t preand i

Production, 13l = 100
G S R e ] | 1T ol o
Western fanel ¢ L] L - T
Seviet Lane 47 5 n

W Migh neparaiions relaned the Eastern pain o Nkely to acces
Rerate, - There |y po upemployment in the Soviet Fone, There

~are no reho amid poverty, no Nsi collaberatars pmp-:':[ul.l

o
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None of the strisctural problems is any nearer
to its solution despite the grandiloquent em-
ployment® creation « plans», The level of
production is still at least 15 per cent below
the level which could be attamned in the shut‘t
rin by appropriate planning and control;

) apart from the expansion of buoilding
which “has been powerfully assisted by the
ERP-GARIOA programmes, the bulk of the
inqirwtmmr is a consequence of the improve-
mentdn the balance of payments. That this is
not so much due o the interal policy of the
{‘u\':mm:m as to the revival of the U5, bu-

siness :v:l:mt}' is shown by the fact that im-.

provement in the balance of ° payments of
Great Britain, which pursued the opposite in-
*ternal P-alicy, was much more marked (it

" should be admited however that the devalua-.

“tion Of the DM in terms of the dollar was 10
percent less than that of sterling — though this
hardly had an impostant influence on relative
n'u'npctm'-': power because of the dmr:pnnqr
in wagelcvels). The truth of the matrer is that
Germany, like most other Eumpran countrics,
benefited by President Truman;: 5 cnlightened,
Keynesian economic Pullv:},, wiu v:h Dr. Ethardt
#und his o experts » try.to discredit in their own
country;

—

_ the moderation of the Trade

del Lavare

3) the further intensification of demand
die to the recent tirn in international |:uii|,i,q|
relations and the general rearmament o which
it gives rise will certainly result in a continu.

tion und intensification of this trend. The dol.

lar shortage and the difficulty of obtaining
markets has for the moment :ln:]n-.'l.h::l &5
however dangerous the reasons for the jmpro
vement. But all this shows the correctnes of
the Keynesian analysis and of K:ynﬂlanljmh:r.
Rearmament means mcrnly an intensification
of the policies advocated in this paper to relieve
distress — alas only for destructive purposes (*);

4) such improvement in Germany as ha
been experienced was made possible solely by
Unions which
held back wage demands. The worsening of
the distribution of the national income con
tinwes. On this basis no doubt even Dr. Er -
hardt's system can be made o work. But it

is unlikely (and undesirable) that the Tad |

Unions should consent to permit the continu
tion of this situation. ¢

"y Ix m ii;n-ﬁunr. I‘lll"l.ff. thuy few Snl i e
= qonfelemer » i T B oreafmament whish b faseccd el ms
mgnd by Konoua means. It b the chisge fa their i
statas — implicit im sodal polikcies caloulaied wo make democriey
real — which pive e B0 theld prdistasie,
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